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C H \ l’Tl K I 


IN I'RODUCTION 

] Hi fir«t i ompi chrmivi mvt stigatinn of runl t udit in India pertains 
to 1051-2 and i' known as tin Vll-Indii Runl Credit Survev It was 
co iductcd In a C omnuttre of Direction appointed bv tlic Go\ernoi 
of the Reserve Ban! of Indi 1 1 he Committee was also ashed to inter- 
pret the results of tin Sm\( \ and mal c ret ommendations I In General 
Report of the Comtuittie was submitted in the latter half of 1934 
'I he Integrated Srlirnu of Rural Credit recommended bv the Com- 
mittee was accepted bv the \crv wide range of interests concerned and 
provided tlu lnMs for the planned reorgani 7 ation of co-operative 
e red it in association with co-operative processing, marketing and 
worngc The establishment of the State Bank of India and through 
it the extension of commercial banking facilities to rural and senn- 
urban centres were among the other results of the Committee’s rccom- 
m< ndations Much progress was achieved, particularlv m terms of 
the volume of institutional on dit available in the aggregate for agri- 
culture The growth wa« however, uneven in different parts of the 
countrv In 'ome st u< s there was virtual stagnation 1 his was dotiblv 
unfortunate because meanwhile agriculture had forged ahead and 
credit requirements were both larger and more diversified There 
thus arose the need to have a second look at the svstem of lural credit 
The All-India Rural Credit Review Committee was appointed bv the 
Governor of the Rescr\< Bank in Julv 1966 in older to lc-nsscss the 
situation and make re eemimendations 

Composition of the Committee 

2 The composition of the Committee was as follows when first 
constituted 

Shn B Vcnkatappiali 1 Chairman 

Dr D R Gadgil, Chairman, All-India 
State Co-operative Ban! s’ Federation Member 

Shn M R Blndc, 2 Dcputv Governor, 

Reserve Bank of India Member 

Shn B Sivaraman,’ 1 Secretary, Mmistiy 
of Tood, Agriculture, Community' Develop- 
ment and Co-operation, Government of India Member 

1 Member, Planning Commission, since September 1967 

: X'cne Cliairman, I ife Insurance Corporation of India 

1 Appointed as Cabinet Secrclarj, Got eminent oflndn, with effect from 1 January 1969 
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Shn N Ramanand Rao, Managing Director, 

State Bank of India Member 

Shn B Majumdar, Chairman, West Bengal 
State Co-operative Bank Member 

Shn C G Ramasubbu, Deputy Chief Offi- 
cer, Agncultural Credit Department, Re- 
serve Bank of India Secretary 

The Committee was enlarged by the inclusion, m May 1967, of Shn 
P N Damry who had succeeded Shn M R Bhide as Deputy Governor 
of the Reserve Bank Later, m September 1967, Dr Gadgil resigned 
from the Committee on becoming Deputy Chairman of the Planning 
Commission The place of Shn N Ramanand Rao was taken by Shn 
R K T alv> ar in April 1968 on his appointment as the Managing 
Director of the State Bank of India in charge of rural credit 1 


Terms of Reference 

3 Our mam task is to review the supply of rural credit m the context 
of the Fourth Five Year Plan generally and, m particular, of the re- 
quirements of the intensive programmes of agncultural production 
in different parts of the country On the basis of our review, we have 
been asked to make recommendations — and if necessary, from time 
to time, make intenm suggestions — in respect of all matters -which 
fall within the general scope of our enquiry and more specifically of 
the following 

(l) progress made in the supply of rural credit by the different 
agencies specified in the recommendations of the All-India 
Rural Credit Survey Committee , 

(11) supply of credit for fertilizers, improved seed, pesticides, etc , 
in die light of production programmes, as also for processing, 
storage, marketing, etc , from institutional and odier sources 
such as commercial banks, including the State Bank of India 
and its subsidiaries, besides co-operative banks and societies , 

(m) working of the crop loan svstem , feasibility of a system of 
\ouchers or cards enabling borrowers to acquire the needed 
inputs , 

(ip) progress and significance of rural branches of commercial 
banks gcncrall) and, m particular, of the scheme of rural 
pilot centres and one-man offices of the State Bank of India 
and its subsidiaries , further steps to be taken in this connexion , 

(r) progress made in respect of the Agncultural Credit Corporations 


1 Shn TaUv-ir was later appointed as Chairman, State Banl of India 
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proposed for certain states, as also of other measures recom- 
mended by the Reserve Bank’s Informal Group on Institutional 
Arrangements for Agricultural Credit , further steps to be taken 
in this connexion , 

( vi ) co-ordination between the relevant agencies operating at 
different levels, eg, at the block level between the Community 
Development staff on the one hand and the co-operative 
organizations on the other or the proposed Credit Corporations 
as and when they come into existence in certain areas , and 

(i vn ) such other matters as may be referred to the Committee by 
the Reserve Bank 


Work of the Committee 

4 The Committee’s deliberations were inaugurated by the late 
Shn P C Bhattacharyva, the then Governor of the Reserve Bank, 
on io August 1966 The Committee has held in all 24 meetings, the 
last one being on 30 July 1969 for signing the Report 

5 At the first meeting, the Committee discussed the scope of its 
work and the broad hnes on which the enquiry might be carried out 
It was agreed first, that the terms of reference should be regarded 
as covering not only short-term credit but also medium-term and long- 
term credit , second, that along with agricultural purposes should 
be considered those connected 'with animal husbandry and allied 
activities , and third, that on practical and other considerations, pro- 
blems pertaining to credit for rural industries should be treated as 
excluded from the scope of the Committee’s enquiry As regards the 
programme of work, it -was decided that, to start with, a series of 
background papers should be prepared on a number of different 
issues which emerged from the terms of reference Material for the 
purpose was sought from various quarters such as the Agricultural 
Credit Department and the Economic Department of the Reserve 
Bank, the Departments of Agriculture and Co-operation in the Union 
hti ms try of Food, Agriculture, Community Development and Co- 
operation, the State Bank of India, the Agricultural Refinance Cor- 
poration, the Food Corporation of India, the National Co-operative 
Development Corporation and the All-India Central Land Develop- 
ment Banks Co-operative Union Draivmg on the notes received from 
these sources and on the published and other material available, 
the secretariat of the Committee circulated, for our use, 24 background 
papers setting out the relevant facts and experience in regard to the 
topics identified, as also 17 working papers in which various problems 
and proposals were examined m detail and specific issues framed for 
our consideration 



6 INTRODUCTION 

Field Studies 

6 We took the decision at our first meeting that, -while an} elaborate 
in\ estigation on the hues of the Rural Credit Sur\e\ had to be ruled 
out, partacularlr as a comprehensive All-India Rural Debt and Invest- 
ment Sunev had been conducted m 1961-2, a fen field studies on a 
limited scale should be undertaken on selected aspects of rural credit 
Steps nere, dierefore, taken to organize simultaneous]! two sets of 
field enquiries one m respect of short-term credit in selected Intensive 
Agricultural District Programme (I.A DP) areas and the other on 
long-term credit for financing ms estment m agriculture For planning 
and conducting these field enquiries, we constituted a Technical Com- 
mittee on Field Studies, the composition of w Inch is giren in Appendix 
I to this Repoi t 


I l D P Studies 

7 The studv on short-term production credit -was undertaken by 
die Division of Rural Surveys in die Economic Department of the 
Rcscrr e Bank of India, in seven selected I A D P districts, viz , Aligarh 
(Uttar Pradesh), Ludhiana (Punjab), Mandya (Mysore), Pah (Raja- 
sthan), Raipur (Madhya Pradesh), Shahabad (Bihar) and Thanjavur 
(Tamil Nadu) during the period November 1966 to January 1967 
The study nas designed (z) to assess, wadi special reference to die credit 
aspect, the farmers’ participation in I A D P in terms of adoption of 
linpror cd techniques, (11) to identify the factors associated with high 
or low lc\els of such participation, (m) to examine die role played b\ 
the co-operatives and odier institutional agencies m die implementation 
of the programme m its a arious aspects, (iv) to assess the nature and 
the extent of co-ordination among die different agencies participating 
in the programme and (v) to find out the extent to which the co- 
operate c credit structure had contributed to the success of the pro- 
gramme 

8 Two villages were selected m each of the seven districts The} 
w ere railages in w Inch the High-vicldmg V ancties Programme (H V P ) 
w as m operation m addition to I A D P The selection of die villages 
was also based on dicir representatn cncss in respect of agricultural 
conditions obtaining in die district In eacli railage, 30 cultivators 
were selected on a stratified random sample basis representing large, 
medium and small cultivators Arranged in descending order of size 
of eultirated holdings, the first g families (30 per cent) were treated 
as large cultirators, the next 12 families (40 per cent) as medium culti- 
vators and die remaining 9 families (30 per cent) as small cultivators 
In order to get a proper racw of die agricultural cconomr and the 
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co-operative set-up m the selected districts, the relevant information 
and statistical data were also collected fiom the Package Office, the 
Co-operation Dcpai tment, the central co-operative bank and selected 
agricultural credit societies m the district 

HVP Studies 

9 For the collection of furtlici data on H V P areas with special 
reference to credit, the Directorate of Economics and Statistics of the 
Union Ministry of Agriculture organized, at our instance, a set of 
field studies in a number of H V P districts These studies were con- 
ducted m different parts of die country by some of the Agro-Economic 
Research Centres and, m one instance, by the Indian Institute of 
Management, Ahmcdabad 

io The selected districts were eight in number Aligarh (Uttar 
Pradesh), Cuttack (Orissa), Ernahulam (Kerala), Kamal (Haryana), 
Kolaba (Maharashtra), Krishna (Andhra Pradesh), Mehsana (Gujarat) 
and Thanjavur (Tamil Nadu) The studies which were conducted 
during December 1966 and January 1967, sought to asceitam the 
response of the farmers to the High-yielding Varieties Programme in 
hhanf ig66-7, the effect of the implementation of dns programme on 
the demand for credit and inputs, the role played by institutional 
agencies in providing the requisite services and the nature of die 
co-ordmation which obtained among die different agencies partici- 
pating in the programme The selection of areas for these studies 
was also purposive In each district two * good ’ blocks were selected 
and from these, in turn, two * good ’ villages pei block were selected 
in consultation with the district officers and the block officers concerned 
with the operation of the HVP From the four villages, a sample 
of 60 participating cultivators was selected at random at the late of 
15 from each village, and 40 non-participating cultivators at the rate 
of 10 from each village 

Studies on Long-term Credit 

ix. The field studies on long-term credit were undertaken by the 
Division of Rural Surveys of the Economic Department of the Reserve 
Bank of India with the assistance of the officers of the Bank’s Agri- 
cultural Credit Department They were conducted during the period 
November 1966 to January 1967 in seven selected districts, viz , Coim- 
batore (Tamil Nadu), Junagadh and Mehsana (Gujarat), Krishna 
and Nalgonda (Andhra Pradesh), Meerut (Uttar Pradesh) and Poona 
(Maharashtra) The selection of states and districts was made with 
reference to certain special features obtaining in them For instance, 
the mam consideration which governed the choice of Krishna 
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district was that it had both dry and wet farming besides having a 
large concentration of land development bank loans Nalgonda district 
was selected because it had a large command area under the Nagar- 
junasagar Project where special development schemes were being 
implemented with the funds provided by the Agricultural Refinance 
Corporation In selecting Coimbatore, Junagadh and Poona districts, 
regard was had to the fact that sizeable long-term loans had been 
disbursed by the land development banks concerned during 1965-6 
Mehsana came to be selected because of its having the largest proportion 
of acreage under irrigation amongst all the districts in Gujarat The 
distinguishing features of Meerut district were that the branches 
of the central land development bank in the area had a higher level 
of operations than m most other districts m Uttar Pradesh and that 
the experience in this district was expected to throw hght on the 
conditions m the northern part of the country -where land development 
banking was of relatively recent origin 

12 From each of the seven selected districts, one primary land 
development bank or a branch of the central land development 
bank, as the case might be, was purposively selected -with a view to 
1m cstigatmg, among other things, the main types of capital expenditure 
in farm busmess and the extent to which it was financed by borrowings 
from various agencies, the loan pohcies and procedures and the opera- 
tional efficiency of die land development banks and government in the 
provision of such ci edit and the extent to which loans from these two 
agencies were properly utilized For the purpose of selecting the 
sample of borrowers, two separate lists were prepared which indicated, 
\ lUagc-wise and purpose-wise, the number of persons who, at any time 
during the three years ended 30 June 1 966, had either taken taccavi 
loans or borrowed from a land development bank From these two 
lists, two or three villages were selected keepmg in view the criteria 
that (1) the selected villages together should have a large enough 
number of instances of taccavi loans and borrowing from the land 
dc\ elopment bank so as to provide 1 5 each of the two types of borrowers, 
(») the railages should provide instances of cultivators who have 
borrowed long-term loans for different purposes so that the final 
sample of borrowers contained a cross-section of such different pur- 
poses, (111) the railages should be easily accessible and (it) co-operation 
for the conduct of the enquiry would be forthcoming from the villagers 


Other Surreys and Studies 

13 In addition, certain special studies were made at our instance 
b\ the Hanking Division of the Economic Department of the Reserve 
Bank of India and br the Department of Economic and Statistical 
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Research, as also die Rural Credit Section, of the State Bank of India 
The object of diese studies was to obtain actual operational data on 
the role of the State Bank of India and other commercial banks m the 
sphere of rural banking and agricultural credit The data were to 
ha\ e special reference to branches located within, or m the vicinity of, 
areas where one or more of the agricultural programmes such as 
I A D P or H V P or other special agricultural or rural development 
programmes of die government were under implementation 

14 Towards the close of our enquiry and at our request, another 
set of field studies, co\enng 14 selected districts, was conducted by 
the officers of the Agricultural Credit Department of the Reserve 
Bank of India The object of diese studies was to enable an up-to-date 
assessment being made of the ability of the co-operative credit structure 
to support intensive agricultural programmes The field investigations 
took place during the months of April and May 1968 m the districts 
of Guntur (Andhra Pradesh), Nowgong (Assam), Pumea (Bihar), 
Ahmedabad (Gujarat), Kamal (Haryana), Durg (Madhya Pradesh), 
Bhandara (Maharashtra), Raichur (Mysore), Pun (Onssa), Sangrur 
(Punjab), Kota (Rajasdian), Tiruchirapalh (Tamil Nadu), Basti 
(Uttar Pradesh) and Burdwan (West Bengal) The study in each district 
sought, on the one hand, to present a projection of die probable demand 
for credit for agricultural production and, on the odier, to dirow 
hght on the extent to •which die co-operative credit structure m its 
organizational, financial and operational aspects was capable of meeting 
diese requirements The investigation was also intended to identify 
those factors which •would be of significance m attempts to raise the 
level of performance of the co-operative credit organization 

15 There is, finally, another set of enquiries to which we would 
make reference Through the courtesy of the Planning Commission, 
we have been able to draw on certain special field studies pertaining 
to the problems of small farmers Organized by the Commission m 
1968 as part of die preparatory work for die Fourth Plan, these studies 
have gready helped us in the formulation of certain schemes and sug- 
gestions later set out m these chapters We have also benefited from 
similar studies undertaken by the Division of Rural Surveys and the 
Division of Rural Economics of the Economic Department of die 
Reserve Bank In addition, we have made use of reports of investigations 
conducted by other authorities such as die Programme Evaluation 
Organisation of die Planning Commission and die Expert Committee 
on Evaluation of the I A D P 

Discussions 

16 Between June 1967 and September 1968, we held discussions 
•with the representatives of all the states In each instance, we met the 
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sernor officials of the Agriculture, Co-operation and other Departments, 
and the representatives of the state co-operative bank and the co- 
operative central land development bank In some states, w e had, in 
addition, the benefit of discussions wadi the Chief Ministers and the 
Ministers m charge of finance and co-operation We also had dis- 
cussions with the Chairman of the State Bank of India, the representa- 
ti\ cs of individual commercial banks at major centres, viz , Calcutta, 
Madras, Bombay and Delhi and of die Indian Banks’ -Association, the 
Chairman and the Managing Director of the Food Corporation of 
India and die Executive Committee of the .All-India Central Land 
Development Banks Co-opera tn e Union 

17 Wc constituted a Technical Committee on Long-term Credit 
to advise us on a 11 hole range of issues connected vidi land develop- 
ment banks, the Agricultural Refinance Corporation and so forth 
The composition of the Committee is given m Appendix I to this 
Report The Committee held fhe meetings, set up a group to studv 
the problem of personnel for the long-term credit structure and made 
available to us its findings and observ ations on the various matters 
referred to it 


Qttaltonnaires 

18 A\e issued three questionnaires (Appendix II) between June and 
August 1967 vath a new to obtaining information and views on matters 
arising from our terms of reference The first of these, addressed to 
die states and union territories, sought to elicit details of the perform- 
ance and plans m regard to agricultural progress, statistical and other 
data on die ■working of co-opcra ti\ e credit institutions and schemes 
for the dc\ cloprncnt of co-op eratii e credit and, finally, news of die 
concerned go\ emments on various issues of pohci The object of the 
other tv o questionnaires, one of them addressed to state co-operatn e 
banks and the other to selected mdinduals, was to obtain news on 
certain specific issues set out in the documents Rcphes were received 
from almost all die state governments and the state co-operative banks 
as also from 31 mdinduals whose names arc gi\ cn m Appendix III 


Irtmr' Reconcmtndahons 

if) Since the Fourth Plan, of wluch our terms of reference make 
specific mention, w as rc-schcdulcd in point of time after w c had started 
our enquiries, wc decided, firsds, to enlarge our own data and pro- 
jections so as to co\ cr the new period (1969-74) to the extent this could 
be rcadih done and sccondh, to make interim recommendations on 
some important issues which wc considered to be socciallv relevant 
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at die stage of formulation of the Fourdi Plan The interim recom- 
mendations arc embodied in Chapters 18, 27 and 28 and, m regard 
to die action suggested m 1 elation to the Plan, may be summarized 
as (r) the setting up of Small Farmers Development Agencies m different 
districts, (n) die establishment of a Rural Electrification Corporation 
and (m) the expansion of the activities of the Agricultural Refinance 
Corporation with corresponding financial piovision We forwaided 
our recommendations to the Governor of die Reserve Bank of India 
m December 1968 and February 1969 and arc happy to note that all 
the three pioposals find a place m the Plan 


Pattern of the Report 

20 This Report is ch\ ided into five sections In Section I we set out 
the background of die enquiry Wc recapitulate the mam recommenda- 
tions made by the Rural Credit Survey Committee and the action 
which followed immediately thereafter Wc then refer to the progress 
subsequendy made m the implementation of agreed policies, including 
the recommendations of latei committees such as die Committee on 
Co-operative Credit (i960) In Section II, wc review die demand for 
agricultural credit m the perspective of die agricultural programmes 
proposed m the Fourth Plan and attempt a broad projection of die 
probable demand for short-term agncultuial credit for pioduction, 
and medium and long-term credit for investment Section III consists, 
for the most part, of a review of die supply of credit by different agen- 
cies In vi civ of the special position which die co-operative agency 
occupies m policy as m practice, we deal at some lengdi widi different 
aspects of its performance, including the quantitative (Chapter 6) and 
qualitative (Chapter 7) The state-wise performance of co-operatives 
is renewed m Chapter 8 The two subsequent Chapters, viz , 9 and 
10, contain a review of the record of commercial banks in general 
and the State Bank of India and its subsidiaries m particular Wc 
deal with government finance m Chapter 1 1 Then follows in Chaptei 
12 a review of the supply of credit by other agencies including the Food 
Corporation of India and die agro -industries corporations in the 
public sector, as also private agencies such as dealers in agricultural 
inputs and implements, traders and monevlenders We conclude this 
section with Chapter 13 which presents oui general approach to the 
problem of rural credit in India as it emerges from die review, before 
we pass on to the recommendations which are presented in the next 
two sections 

2 1 The recommendations m Section IV are presented agency-wise 
Co-operatives figure m four chapters m Chapter 14 are discussed 
the problems of areas where co-operatives have failed to develop 
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adequately , in Chapter 15 is dealt with the promotion of viable units 
at the primary level, in Chapter 16 the question of lending policies 
and procedures of co-operatives , and m Chapter 1 7 the problems of 
recoveries and supervision Chapter 18 deals with the special problem 
of credit facilities for small farmers and, as already indicated, recom- 
mends the establishment of Small Farmers Development Agencies 
Our proposals m regard to commercial banks are set out in Chapters 
19 and 20 Chapter 21 deals with the role of government and includes 
a discussion of taccavi The working of the proposed agricultural credit 
corporations forms the subject of Chapter 22 After considering the 
problem of resources m Chapter 23, we go on to deal with the different 
aspects of the role of the Reserve Bank m the sphere of rural credit, 
in Chapter 24 The subsequent five chapters are concerned with 
different aspects of investment credit for agriculture Chapters 25 and 
26 with the problems of the co-operative land development banks, 
Chapter 27 with the Agricultural Refinance Corporation, Chapter 
28 with the proposal for a Rural Electrification Corporation and Chap- 
ter 29 with issues relating to medium-term finance In Section V are 
grouped together a number of recommendations which have a bearing 
cither on the credit needs of special sectors or on the proposed working 
of institutional arrangements for rural credit The credit requirements 
of activities allied to agriculture form the subject of two chapters 
Chapter 30 is concerned -with animal husbandry, fisheries and other 
activities and Chapter 31 with the distribution of agricultural inputs 
and marketing of agricultural produce Finally, we discuss, in Chapter 
32, the important problems of personnel and training Our concluding 
observations are set out in Chapter 33 

22 An important development which took place only a few days 
before the signing of this Report is the nationalisation of 14 major 
scheduled banks We have not attempted to make any consequential 
changes, at this stage, m Chapters 19 and 20 of the Report which 
incorporate our recommendations m respect of commercial banks 
Wc had, in fact, proceeded, even earlier, on the basis that, in the 
context of the agricultural breakthrough on the one hand and the 
measures of social control on the other, the commercial banks m the 
public sector and those outside it should both adopt a common ap- 
proach to their increasingly important role m this sphere We hope 
that die progress of the banks in reorienting their pohcies and opera- 
tions in the directions envisaged b) us will be accelerated in the wake 
of nationalisation 

Achroj. ledgcmcnis 

23 \\ c ha\c rccencd so much help from so many quarters in the 

course of our labours that it is difficult to thank adequately anyone 
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and impossible to thank individually everyone We would, however, 
be failing in our duty if we did not mention by name some of the insti- 
tutions and individuals who assisted us Our special thanks are due 
to the various departments of the Reserve Bank of India and m partic- 
ular to the Agricultural Credit Department, the Economic Department 
and the Department of Statistics for the co-operation extended and 
assistance given m carrying out various field studies, in placmg at 
our disposal the information and speciahzed knowledge available 
with them and in preparing for us useful background papers on several 
issues pertaining to our enquiry We wish to place on record our thanks 
for the valuable assistance rendered and advice given to us at various 
stages of our enquiry by Shn R K Seshadn, Executive Director and 
Shn M Narasimham, Secretary of the Reserve Bank Wc arc also 
grateful for the help extended to us by Dr C D Datey, Chief Officer 
of the Agricultural Credit Department and the odier officers of die 
Department in its Central Office and die Regional Offices We arc 
beholden to Shn V M Jakhade, Adviser, Economic Department of 
the Reserve Bank for his help in respect of the various field studies 
conducted for our benefit Our dianks arc also due to Shn Udavbhan- 
sinhji, Chairman, All-India Central Land Development Banks Co- 
operative Union, Shn K C Chcriv an, former Managing Director, 
Agricultural Refinance Coiporation and Shn J S Varshnc\a, Chief 
Officer, Rural Credit Section, State Bank of India, all of whom ha\c 
helped us wuth useful background material, besides serving on the 
Technical Committee on Long-term Credit constituted by us Wc arc 
also thankful to die other members of dns Committee as well as mem- 
bers of the Technical Committee on Field Studies for their \aluablc 
contribution 

24 Wc arc grateful to the state go\crnmcnts and their officers, 
state co-operative banks and die central land dc\clopmcnt banks for 
furnishing us with the information diat we needed and for giwng us 
the benefit of their knowledge and views m the course of our discussion 
with them on die \arious aspects covered b\ our terms of reference. 
"Wc arc also indebted to die Departments of Agriculture and Co- 
operation of the Union Ministry of rood, Agriculture, Communitv 
Development and Co-operation, die Planning Commission and the 
National Co-operative Development Corporation for die valuable 
help rendered to us in promptlv supplvang the information required 
bv us and in other wavs Wc arc grateful to the various Agro-Economic 
Research Centres and the Indian Institute of Management Ahmed 
bad for the promptness with which thev completed the field studn* 
entrusted to them, to the Tood Corporation of India the Indnn B mb 
Association and certain commercial banks vs ho hav e rcndilv res^-> 'dcri 
to our invitation to meet u<= and give us the benefit of their view- 01 
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\ anous issues and finally, to the state governments, state co-operative 
banks and individuals who replied to our questionnaires 

25 In conclusion, we should like to place on record our very high 
appreciation of die ability, hard work and cheerfulness with which 
our Secretary, Shn C G Ramasubbu, assisted us m the different 
stages of this arduous enquiry, including the drafting of the interim 
and final Reports He brought with him a rich background offamiliaritv 
with rural credit — co-operative as well as commercial — which 
proved invaluable He was ablv helped bv a small but devoted band 
of officials We would mention in particular die commendable work 
done by Shn K G Navalkar and Shn C G Knshnamurthi, the Rural 
Credit Officers attached to the Secretanat of die Committee For the 
excellent team work put in bv Shn C G Ramasubbu, his officers and 
his staff, and the long hours and many months diey have laboured 
to help us bnng tlus enquiry to its completion, we would express our 
high sense of gratitude and appreciation 



CHAPTER 2 


RURAL CREDIT SURVEY AND AFTER 

For the purposes of this review, we propose to take as a starting 
point the Report of the Committee of Direction of the All-India 
Rural Credit Survey (1954) on winch cunent policies are largely 
based We, accordingly, set out m tins chapter the mam findings 
and recommendations of the Rural Credit Survey Committee togethei 
with a brief account of subsequent developments We leave further 
details for later chapters 


Main Findings 

2 An important statistical finding of the Rural Credit Survey related 
to the distribution of borrowings of rural households among die different 
credit agencies These particulars are given in the following table 


Table 1 

Average Borrowings from Different Credit Agencies (1951-2) 


Borroumgs 



Cultivators 

J\ r on-ajltivators 

All Families 

Credit Agency 

Amount 

per 

Family 

(Rs) 

Per- 

centage 

Amount 

per 

Family 

(Rs) 

Per- 

centage 

Amount 

per 

Family 

(Rs) 

Per- 

centage 

( 1 ) 

(2) 

( 3 ) 

( 4 ) 

( 5 ) 

(6) 

( 7 ) 

Got emment 

6 9 

3 3 

1 0 

1 5 

4 9 

3 1 

Co-operatrv cs 

6 5 

3 1 

1 0 

1 5 

4 6 

2 9 

Relatives 

29 8 

14 2 

10 3 

15 5 

23 0 

14 4 

Landlords 1 

3 2 

1 5 

3 2 

4 9 

3 2 

2 0 

Agriculturist moncs- 
lenders 

52 1 

24 9 

16 4 

24 8 

39 7 

24 8 

Professional money- 
lenders 

94 0 

44 8 

25 1 

38 0 

70 1 

43 8 

Traders and commis- 
sion agents 

11 5 

5 5 

6 5 

9 9 

9 8 

6 1 

Commercial banks 

2 0 

0 9 

1 3 

2 0 

1 8 

1 1 

Others 

3 5 

1 8 

1 3 

1 9 

2 8 

1 8 

total 

209 5 

100 0 

66 1 

100 0 

159 9 

100 0 


1 To tenants only 


It will be seen diat out of die total amount borrowed by cultivators, 
3 3 per cent came from government, 3 1 per cent from co-operatives 
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and o 9 per cent from commercial banks Non-mstitutional credit 
agencies therefore, accounted for the bulk — as much as 92 7 per 
cent — of the cultivators’ borrowings The most important of these 
was the professional moneylender whose share was as much as 44 8 
per cent of the total Nest m significance was the agriculturist money- 
lender accounting for about a quarter of the aggregate borrowings 
The share of the agency shown as * relatives ’ (including friends and 
others who gave interest-free loans) is as 14 2 per cent and that of 
traders and cofnmission agents, 5 5 per cent The borrowings of non- 
cultivators followed a more or less similar pattern, except that govern- 
ment and co-operatives were even less significant to them than for 
cultivators 

3 The comparative importance of various agencies in the borrow- 
ings of die different classes of cultivators is brought out in the following 
table 


Table 2 


Average Borrowings among the Four Classes oe Cm .tin ators Classified according to 

Credit Acenci' (1951-2) 





A 


B 



C 

Credit Agency 

Big (Top 

10 per cent) 
Cultivators 1 

Large ( Top 

30 per cent ) 
Cultivators 

Medwm ( Middle 
40 per cent) 
Cultivators 

Small ( Bottom 

30 per cent) 
Cultivators 


Amount 

per 

Family 

(Rs) 

Per- 

cent- 

age 

Amount 

per 

Family 

(Rs) 

Per- 

cent- 

age 

Amount 

per 

Family 

(Rs) 

Per- 

cent- 

age 

Amount 

per 

Family 

(Rs) 

Per- 

cent- 

age 

(I) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

Government 

24 0 

4 5 

13 5 

3 8 

5 6 

3 2 

2 3 

2 0 

Co-opera tncs 

21 0 

4 0 

13 5 

3 8 

4 7 

2 7 

1 9 

1 7 

Relam cs 

73 9 

14 0 

51 8 

14 5 

24 3 

14 1 

15 0 

13 5 

Landlords 1 

Agriculturist 

3 7 

0 7 

4 0 

1 1 

3 1 

1 8 

2 5 

o 2 

moneylenders 

Professional 

126 5 

23 9 

86 3 

24 2 

44 8 

25 9 

27 6 

24 8 

moneylenders 
Traders and 
commission 

221 8 

41 9 

154 4 

43 3 

77 8 

45 0 

55 1 

49 6 

agents 

Commercial 

40 3 

7 6 

22 4 

6 3 

8 5 

4 9 

4 6 

4 1 

bants 

10 I 

1 9 

5 1 

I 4 

0 8 

0 5 

0 4 

0 4 

Others 

J i 

1 5 

5 6 

1 6 

3 3 

1 9 

1 9 

1 7 

TOTAL 

529 0 

100 0 

356 6 

100 0 

172 9 

100 0 

111 3 

100 0 


1 These are included in A and represent the top one-third of that category 
* To tenants onl) 


The proportionate importance of the \anous credit agencies did not 
vart much as between different classes of cultivators Thus, borrowings 
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from agriculturist moncs lenders and relatives foi med almost a uniform 
proportion of the total borrowings for each class of cultivators Of the 
borrowings of big cultivators, 42 per cent came from professional 
moncvlcndcrs, followed by 24 per cent from agncultinist moneylenders 
The share of the co-opcrativcs and that of government out of the total, 
though negligible, -was higher than for any other class The position 
of large cultivators Mas similar Medium cultivators too showed a 
similar pattern of distribution, except that the share of co-operatives, 
go\crnmcnt and traders and commission agents was slightly less in 
their ease The small cultivators obtained nearlv one half of dieir 
borrowings from professional moneylenders and their borrowings fiom 
government and co-opcrativcs formed only 2 and 1 7 per cent res- 
pcctivch of the total Traders and commission agents as also the com- 
mercial banks again accounted for a smaller share of the total borrow- 
ings than for am other group 


Stale-wise Position 

4 The variations between states in the lole of the various ciedit 
agencies may be seen from Table 3 Government finance was relatively 
more significant than elsewhere in Punjab where a large volume 
of loans had been advanced to displaced persons as also, m a smaller 
measure, in Madhya Pradesh and Madhya Bharat where substantial 
amounts had been lent under the Grow More Food Scheme The share 
of co-operatives was generally negligible, except for the composite 
Bombay State, where it was 16 2 per cent The agency of ‘ relatives ’ 
was important in the states of Assam (where it accounted for about 
two-thirds of the total borrowings), Punjab and West Bengal Agri- 
culturist moneylenders were relatively more important m Mysore 
(78 3 per cent), PEPSU (65 5 per cent), Madras (50 7 per cent) 
and Vmdhya Pradesh (45 7 per cent) For several states, as for the 
country, the professional moneylenders constituted the most important 
agency Negligible generally, the role of commercial banks did not 
even extend to all the states 


Purpose-wise Distribution 

5 We may next consider the importance of different purposes m the 
borrowings from the various credit agencies, on the basis shown in 
Table 4 Government finance, limited as it was, went primarily to meet 
the long-term needs of agriculture , whereas it was for short-term agri- 
cultural purposes that co-operative credit was largely made available 
Borrowings from relatives were important for consumption purposes, 
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\VTRvrt 


lxirrowiv* * n r Cmn vine I amil\ Ci.w-nnn 
t ki nrr \< rsc\ \1051-2 


u roRDisr to Ptmro-i and 
P, n intakes 


Pitiful 


r ti ' I (nrs 

A rrvzii 


V - rc 111 .lt 1. 1 

CanMiTrpltp*' ,m 

Riper, - 
mmt 
of Old 
Debts 



\ ♦ 

u- c- 

//rr* 

V* f/- 
In " 

lx- c- 
Irrti 

S 1 iit 
trim 

Ixnc- 

tem 

Olhrrs 

1 

2i 

r'') 

v!> 

(51 

(to 

(7) 

(0) 

(0) 

Ctounirnii 

2 0 

G 0 

. 

0 G 

2 1 

1 0 

0 8 

0 8 

Co-cp~'Hn r\ 

11 3 

2 4 

0 5 

— 

2 1 

0 9 

8 7 

2 1 

Krhliun 

7 3 

13 1 

1 4 

7 1 

11 G 

15 2 

10 G 

5 2 

I^r PoVv' 
\rocuhuriM 

2 1 

2 n 

1 D 

- 

2 1 

1 ) 0 

2 0 

1 8 

1-1 -'-ilrndm 
Pro r c-'iom1 

14 1 

3D 7 

25 2 

G 2 

30 G 

lb 5 

50 4 

23 2 

rr r >r'-\ lender'. 

T r-ders and 
commit on 

2j 1 

23 3 

22 n 

01 1 

30 9 

32 9 

10 G 

51 G 

nerrnts 

Commercial 

10 1 

11 ft 

17 6 

1 7 

12 ft 

4 3 

12 G 

8 3 

lianks 

1 7 

0 3 

1 n 

0 1 

0 G 

0 1 

0 2 

- 

Others 

5 3 

•4 ft 

30 c 

0 2 

4 4 

6 9 

1 1 

G 7 

TOT A I 

100 0 

100 0 

100 0 

100 0 

100 0 

100 0 

100 0 

100 0 


1 To tenant! onl) 

1 Short-term consumption purposes arc purchase or household utensils, furniture, clothing, 
shoes, bedding, etc , and medical expenses, cducatioml expenses, other family expenses and 
other occasional expenditure The long-term consumption purposes arc construction and 
repairs of residential houses and other buddings, death ceremonies, marriage and other 
ceremonies and litigation charges 


both short-term and long-term Agriculturist moneylenders accounted 
for one half of the borrowings for repayment of old debts and moic 
than onc-tlurd of the loans, short-term and long-term, taken foi 
agricultural operations and for consumption Ovci 84 per cent of the 
borrowings for long-term non-agricultural purposes came from pro- 
fessional monc) lenders so did 52 per cent of those for ‘ other purposes ’, 
33 per cent of those for consumption pui poses and about one-fourth 
of those for agricultural purposes both short-term and long-term 
Broadly speaking, institutional finance was relatively more important 
for agricultural purposes than for consumption or repayment of prior 
debts and the cultivators had, therefore, to lcly on non-mstitutional 
sources for credit for the latter purposes 


Rales of Interest 

6 Of the total borrowings of cultivators from the private (and non- 
institutional) agencies of credit, borrowings at an annual rate ofmteiest 
of 25 per cent 01 more formed as much as 70 per cent m Onssa, 49 
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per cent in Tripura, 40 per cent in West Bengal and Himachal Pradesh, 

29 per cent m Uttar Pradesh and 27 per cent in Bihar Borrowings 
at interest rates of 50 per cent or above w ere also reported and con- 
stituted as high as 64 per cent of the total borrowings m the district 
selected for the Surs ey in the old Madhya Bharat State and around 

30 per cent m a few other selected districts It was found that the 
amounts borrowed from the non-mstitutional agencies at rates in 
excess of those stipulated in the money lending enactments of the con- 
cerned states, amounted to os er 80 per cent in Bihar, Madras, Orissa, 
West Bengal and H\ derabad and about 65 per cent in Madhva Pradesh 
and PEPSU The districts is here interest rate le\ els were low 'were 
gcncralls those m tracts which v> ere monetized or both monetized and 
commercialized (in respect of agriculture), while relatnely higher 
interest rates ruled m the regions characterized by a subsistence 
economy and loss monetization This trend, in turn, was associated 
with the fact that the commercial banks including the Imperial Bank 
of India and the co-operame banks had been significantly more active 
in the monetized, or monetized and commercialized, areas of the 
country than elsewhere 

Co-opcratitcs 

7 The following brief account of co-operatrve credit in 1951-2 is 
based on the official statasDcs on the working of the co-operatise 
credit institutions and the data available from the Rural Credit Survey, 
both of which were presented and analysed bv the Rural Credit 
Sur\e\ Committee 

8 At the time of the publication of the Rural Credit Suney 
Report (1954) there was a state co-operatne bank m each of all the 
Part ‘ A ’ and ‘ B ’ states except Jammu and Kaslnmr and in four out 
of the ten Part ‘ C ’ states These 16 banks had total deposits of only 
Rszi 2 crores m 1951-2, those of Bombay and Aladras between 
thcmsels es accounting for 54 per cent of this amount Some of the 
unsatisfactory features of the working of these mstituDons w r ere the 
financing of individuals to the relative neglect of co-operatn es, the 
insolsemcnt of short-term funds in long-term loans and, m one case, 
the combination of trading with banking Aloreos er, os erdues w ere 
hcasx m some of the apex banks 

9 Of the 509 central co-operatise banks and banking unions, 
mam sen cd an area of less than a district, particularly 1 in Punjab, 
H\ derabad Bihar, West Bengal, Onssa and Aladhsa Pradesh The 
total deposits of all the central banks amounted to Rs 38 crorcs It 
was onls in Aladras and Bomba'S , among all the states, that the average 
owned funds per central bank exceeded the norm of Rs 3 lakhs which 
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M-»n- *, M din i Ilhtni anti Delhi (w)irrr it was iroutid Rs 55), 
.! r \rr>"e R, m per member w is lower than Rs 50 and m most cases 
nro R ' tli n R' y» R\ md large, medmm-tenn finance was negli- 
gible Ilir lrsrl of lni'iiic's was, therefore, grnerall} uneconomic 

1 itth or no rel itmn misled between credit atid purpose and, despite 
cR* re, Mirh is bool adju* intents, the proportion of overducs to out- 
w ‘'’dim; \ a' o high as 25 per rent for the whole count!*} and higher 

ill 'e\ rj ll M lies 

11 So fir is long-term credit was roncemed, there were central 
I md morig igr b ml s in onlv G stati s at tin < nd of 1951-2 One more 
i mil into e> istriire m 1953 'J lie si\ banks ads anccd loans of Rs 2 51 
crorrs during 1951-2 and earned outstanding loans of Rs 0 05 crorcs 
at tin end of the sear i lie nndnidt d state of Madras held a leading 
po mon in this field in terms of the number of primaries and of the 
’oltiine of If tiding 'I lie two major defects of co-operative long-term 
credit were that the bull of it went for repayment of old debts and 
that there we re inordinate delays in the sanction ofloans The duration 
of the loan was uniform, irrespee live of purpose and repaying capacity 
'J he pohcie s and operations of the sc banks were not co-ordinated with 
either the government programmes of agricultural development or 
s tth the acmities of the short and medium-term credit structure 
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12 Of the findings of the Rural Credit Sun ev, the most significant 
as stated earlier, was that, for the country as a i\ hole, the borrowings 
of cultivators from co-operatives formed only 3 1 per cent of their 
total borrowings from all agencies The proportion \\ as larger in onh 
two states, viz , Bombay (16 2 per cent) and Punjab (4 2 per cent) 
Another important conclusion related to the purposes of borrowings 
from co-operatives Particulars in this regard ma\ be seen from the 
following table which shows the borrowings from co-operatrv es as a 
percentage of borrowings from all agencies for different categories of 
purpose-duration 


Table 5 

Proportion of Borrowings from Co-operatives to Total Borrowings from All 
Agencies according to Purpose-Duration (1951-2) 


Purpose-Duration 

Peremtage to Total 
Borrcurjigs 

(B 

(2) 

Agricultural 

Short-term 

11 3 

Long-term 1 

2 4 

Non-agncultural 

Short-term 

0 5 

Long-term 

— 

Consumption 

Short-term 

2 2 

Long-term 

6 9 

Repayment of old debts 

8 7 

Other purposes 

2 4 


1 Including, in this context, medium-term. 


Co-opcratn c credit for short-term agricultural purposes was more 
important than that for am other purposes Next m significance w'as 
its share of the borrowings for repayment of old debts On the other 
hand, this agency contributed the least to credit for short-term and 
long-term non-agncultural purposes and for long-term consumption 
purposes Some other conclusions from the data are the following 
(1) The distribution of co-opcra tne credit among different classes 
of cultivators is set out m the data gnen m Table 6 It will be seen 
tint co-opcra tne credit tended to flow predominantlv in favour of 
the large culuvators as compared with the medium and small 
culm mors and among large cultivators themsehes, m favour 
of the big cultivators The proportion of families borrowing from 
co-opcntncs, for example, was 4 5 per cent for large cultnators and 
onh 1 0 per cent for the small cultivators The borrowing per farrul} 
from co-opcntncs was greater for the large cultivators than for the 
small cultn ators not onh m absolute amount but e\ en as a proportion 
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Table 6 


DtsnuBimov of Co-operative Credit (1951-2) 


Type of Cultivator 

Average 

I aJuc of 
Owned 
Land per 
Family 
(Rs) 

Average 
Size of 
Sown 
Area per 
Family 
(Acres) 

Amount 
Borrowed 
from Co- 
operatives per 
Family 
(Rs) 

Amount 
Borrowed 
from Co- 
operatives as 
Percentage 
of the Total 
Borrowings 
from All 
Agencies 
(Per cent) 

Proportion 
of Families 
Borrowing 
from Co- 
operatives 
(Per cent) 

(1) 

(2) 

(3) 

(B 

(5) 

(6) 

Big (Top 10 per 
cent) 1 

12,951 

26 0 

21 0 

4 0 

5 1 

Large (Top 30 per 
cent) 

7,521 

16 9 

13 5 

3 8 

4 5 

Medium (Middle 40 
per cent) 

2,353 

6 8 

4 7 

2 7 

3 3 

Small (Bottom 30 per 
cent) 

1,059 

3 0 

1 9 

1 7 

I 9 


1 These arc included in ‘ Large ’ cultivators and represent the top one-third of that 
category 


of the total borrowings from all agencies The latter was perhaps the 
result, in part, of the tendency of co-operative credit to be mainly 
based on the assets owned and, m part, of the insignificant contribution 
of co-operatives to consumption finance, which formed a crucial need 
for the small cultivators 

(u) We may now consider the state-wise break-up of the role of 
co-operative ciedit as given m Table 7 The position of composite 
Bombay was clearly outstanding The proportion of borroivmgs 
from co-operatives to the total borroivmgs from all agencies, for 
example, was the highest at 16 2 per cent m that state Bombay 
also led m legard to the proportion of cultivating famihes 
borrowing Horn co-operatives (a) to the total number of cultivating 
famihes and ( b ) to the total number of cultivating famihes borrowing 
from any agency In absolute quantum too, co-operative credit m 
Bombay was far ahead of that m odier states, the average borrowing 
per family bemg Rs 28 2 for this state as against the all-India a\ erage 
of Rs 6 5 Another aspect m winch the performance of co-operative 
credit m this state was significant was that the proportion of co-operative 
credit for short-term agricultural purposes to total borrotvings for tins 
purpose from all agencies was 42 1 per cent as against die all-India 
average of 1 1 3 pei cent 
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Table 7 


Borrowixgs from Co-operatives State-wise Data (1951-2) 


Stale 

jVumber of Cultwalwg Families 
which Reported Borrowings from 
Co-operatives as Percentage of 

Amount Borrowed from 
Co-operatives 

Per 

Cultivating 

Family 

(Rs) 

As Percentage 
of the Total 
Borrowings of 
Cultivating 
Families from 
All Agencies 
( Per cent) 

Total 

Number of 
Cultivating 
Families 
Interviewed 
( Per cent ) 

Borrowing 
Cultivating 
Families 
{Per cent ) 

(i) 

(2) 

(3) 

(4) 

(5) 

Bomba) 

8 3 

20 7 

28 2 

16 2 

Uttar Pradesh 

4 9 

7 7 

4 3 

2 2 

Punjab 

3 7 

8 8 

8 8 

4 2 

Madras 

3 2 

4 4 

8 9 

2 2 

Madhya Pradesh 

2 9 

5 2 

5 4 

3 1 

Madhya Bharat 

2 6 

4 0 

4 8 

2 4 

H) dcrabad 

1 9 

3 2 

1 9 

0 9 

West Bengal 

1 5 

2 6 

1 7 

1 3 

Onssa 

1 3 

2 2 

2 3 

2 7 

Assam 

0 2 

0 4 

0 6 

0 5 

Bihar 

0 1 

0 2 

0 1 

0 1 

Mysore 

0 1 

0 2 

0 0 

0 0 

PEPSU 

0 0 

— 

0 0 

0 0 

Vindhya Pradesh 

0 0 

0 1 

0 0 

0 0 

Rajasthan 

' 


— — 



Integrated Scheme 

13 The outstanding fact of the agricultural credit situation in most 
states, as revealed by the Rural Credit Survey, was the almost com- 
plete dependence of the cultivator on non-mstitutional credit agencies 
The Sun ey also confirmed the well-known shortcomings of such credit 
The rates of mterest charged by the moneylender were almost always 
\ cry high This often resulted not only in chrome indebtedness but 
sale of lands for repayment of debts The legislation to regulate money- 
lending had many loopholes and was easily evaded Moreover, non- 
mstitutional credit w as not much concerned with the purpose for which 
the loan was utilized Only an institutional agency could normally be 
expected to stipulate about purpose and, to the extent practicable, 
supervise utilization One alternative alreadv open to the cultivator, 
though to a limited extent, was taccavi or government finance Its 
major attraction was its low rate of mterest but government loans 
were generally characterized bv delays in sanction and disbursement, 
indifference to purpose and utilization, and insufficiency of amount 
Nor had co-operative credit fared much better It had not reached 
mans areas and large sections of cultivators Even where it was avail- 
able, it met onlv a small part of the cultivator’s total requirements 
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Commercial banks came far behind the co-operatives and played an 
almost negligible part in providing rural credit 

1 4 On the one hand, the targets for agriculture under the develop- 
ment plans led to an increase in die volume, variety and significance 
of the credit requirements of the rural sector and called for a dynamic 
scheme of institutional credit On the odier, the existing arrangements 
for meeting the credit needs of agricultural production were far from 
adequate Types of credit of growing importance such as marketing 
finance or medium-term and long-term credit for construction of wells 
and land development were hardly available on a significant scale 
from any agency Thus, there were not only gaps m the credit structure 
but shortcomings in the functioning of the credit agencies Besides, as 
the number of medium and small holdings was large and likely to 
giow further as a result of land reform, increased production had to 
be brought about largely by their intensive cultivation Adequate 
and timely credit had, therefore, to be supphed to cultivators with 
such holdings At the same time the productive use of such credit 
and its co-ordination with the agricultural extension programme 
would have to be ensured Security being generally personal and 
piompt recover}'' of loans often difficult, it was important to link credit 
with marketing to the maximum extent possible, as a means of keeping 
overdues in check All this called for a credit machinery associated 
with the rural people, having the support of the State, co-ordmated 
■with the other aspects of development plans and initially provided 
with substantial funds from outside, so that it would gradually build 
up its own strength and mobilize rural resources 

15 In the Rural Credit Survey Committee’s view, no organization 
could be adequate for tins purpose if it was centralized and bureau- 
cratic or the cultivators did not have a voice in its working The Com- 
mittee came to the conclusion that, m the conditions which prevailed 
in India, there was no alternative to the co-operative at the village 
level as an institutional agency for agricultural credit The Committee, 
therefore, went on to identify the factors which might explain why 
co-operatives had not succeeded The Committee took the view that 
the functional, structural and administrative defects of co-operatives, 
the dearth of suitable personnel, lack of training, illiteracy, deficiency 
in marketing, transportation, roads and storage, though relevant, 
were not the major causes for this unsatisfactory performance In the 
Committee’s view, fundamentally, the record of co-operative credit 
reflected the weakness of the rural economy itself as characterized by 
small holdings, uncertain rainfall, inadequate irrigation, and, in 
general, a low level of investment and production The cultivators 
and their co-operatives were, m financial and organizational terms, 
inevitably as weak and powerless as the sum total of the rural economy 
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itself But to this was added another factor, namelv, the grave mal- 
adjustment w hich existed betw een rural societv on the one hand and 
on the other, the mechanism of banking and trade which stemmed 
from is hat was virtually an external urban complex of finance, com- 
merce and manufacture This is as seen, for example, m the reluctance 
of commercial banks to extend their branches bcvond the big towns 
The co-operatives were also handicapped by the absence of a svm- 
pathe&c, financialls strong and opera tionallv efficient superstructure 
of banking A man} -sided and energetic effort was, therefore, necessary 
to make co-operation succeed This required that the co-operatives 
were vigorouslv promoted not onh m the sphere of credit but also, 
in association with it, in marketing and allied fields This entire machi- 
nerv needed to be supported bv an efficient and w ell-organized super- 
structure of banking on the one hand and of marketing, processing, 
storage and w arehousing on the other This superstructure, m turn 
required the assistance of the central and state governments as well 
as national institutions such as the Reserve Bank These w ere the basic 
features of the total programme recommended bv the Rural Credit 
Sunev Committee 

Specific Features 

1 6 As it w as not possible, mereh on the basis of the internal resources 
of the co-operative structure, to ensure development m the desired 
directions, the Committee recommended die principle of State partnei- 
ship in co-operatne institutions as an important element of the pro- 
gramme .Another major recommendation which had for its aim the 
promotion of efficient business units related to die emphasis on large- 
sized pnmarv agricultural credit societies To ensure diat credit was 
production-oriented, die Committee recommended that short-term 
loans should be provided wadi reference to crop oudav and not on the 
basis of ownership of assets as in the past. Increasing financial accom- 
modation for short-term and medium-term purposes was expected to 
flow from the Reserve Bank of India which was also to be in general 
charge of co-ordinating the extensive effort on the credit side Another 
important aspect of the Integrated Scheme was the development of 
co-operativclv organized marketing processing and other rural eco- 
nomic activities, m close co-ordination widi co-operauv e credit Since 
die dev clopment of storage and v arehousing w as closelv connected 
widi diat of processing, marketing, etc, the Committee suggested 
measures to ensure State initiative and State participaDon in creating 
suitable institutional means for promoting the former through die 
establishment of the National Co-operative Development and Ware- 
housing Board the All India Warehousing Corporation and State 
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md the main f< atnres of tin Integrated Scheme anti also derided that 
programmes for tin eh w lopinent of ro-opi ratne creiht, marketing, 
e te , on tin lun te commended should be drawn up as an integral 
part of tin Second list Ye ur Plan Legislation was undertaken m 
for anu tiding tin R< sene Bank of India Ae t for the constitution 
of the 'National \grieultural Credit (Long-tenn Operations) Fund 
aiul tin National Agrieullural Ci e tin (Stabilisation) bund m the Bank 
a r also for bringing the State Bank oflneha into bring The Agricultural 
Produce (Development .anti Warehousing) Corporations Act w r as 
enacted in the following year for the i slahhshme nt of the National 
C-o-ope ratne Development anel Warehousing Board and the Central 
and State 'Warehousing Corporations While details of the action 
talen on the recommendations of the Rural Credit Survey Committer 
are give n m the later chapters, wc attempt, m the following paragraphs, 
a general review of the progress made in implementing the Integrated 
Scheme of Rural Credit 
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State Partnership 

1 8 The Rural Credit Sur\ ey Committee recommended that a phased 

programme should be drarvn up in each state for the reorganization 
of its co-operative credit institutions and their development on die 
basis of major State partnership at all le\ els The mam principle under- 
lying State partnership w as that a co-operative credit institution should 
have a minimu m of financial resources at its disposal at the very start 
and that, if this mini mum was lading, it should be made good by the 
State steppmg in as a partner As the institution grew and more mem- 
bers jomed and contributed more share capital, the contribution from 
government could be retired, but how long this r\ ould tale r\ as clearh 
uncertain The principle of State partnership r\ as generally endorsed 
by all sections of opinion, though with certain qualifications Thus, 
the Standing Advisory Committee on Agricultural Credit of the Resen e 
Bank emphasized the need for flexibility' m the extent of such parti- 
cipation and for the a\ oidance of interference by' government m the 
day-to-day' r\ orkmg of co-operatives The Indian Co-opera ti\ e Congress 
held in March 1955 also accepted the relevant recommendations but 
suggested that, with a view to preserving the autonomv of the co- 
operative institutions, the nommees of gor eminent on the boards of 
State-partnered institutions should not exceed three in number and 
might, rudi advantage, be experts and persons of special co-operatn e 
experience and not necessarily government officials The Conference 
of State Ministers of Co-operation m April 1955 also underlined the 
need for so operating the scheme of State partnership as to promote 
the initiative and responsibility of the members of the co-operatn es 
19 The Rural Credit Surrey Committee had recommended that 
the state goremments be enabled to contribute to die share capital 
of co-operatn e credit institutions bv die provision of long-term loans 
from the National Agricultural Credit (Long-term Operations) Fund 
proposed to be established m the Reserve Bank Following the relevant 
amendment to the Reserve Bank of India Act, this fund r\ as established 
in 1956 with an initial non-recurnng contribution of Rs 10 crores and 
an annual contribution of not less than Rs 5 crores The annual con- 
tributions to the fund rrere stepped up in later rears following the 
recommendations of the Committee on Co-operative Credit (i960) 
and the total balance in the fund as on 30 June 1969 amounted to 
Rs 155 crores Loans for share capital contribution running for 12 
rears and carrying very low rates of interest have, since then, been 
advanced to state goremments from this fund for contributing to 
the share capital of state and central co-operative banks, co-operatir e 
central land derelopment banks and selected primary agricultural 
credit societies In all, up to 31 March 1969, the loans sanctioned br 
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the Reserve Bank to state governments for the purpose (excluding 
renewals) amounted to Rs 55 77 crores, made up of Rs 8 73 crores 
for state co-operative banks, Rs 26 28 crores for central co-operative 
banks, Rs 6 7 1 crores for central land development banks and Rs 14 05 
crores for primary agricultural credit societies With the expanding 
operations of co-operative credit, the nefed for State-contributed share 
capital is generally on the increase and the process of its retirement 
has hardly begun The amount of State contribution in all co-operative 
credit institutions rose from Rs 24 56 crores as at the end of 1960-61 
to Rs 57 51 crores at the end of 1967-8 

Action by the Reserve Bank 

20 The Rural Credit Survey Committee assigned an important 
role to the Reserve Bank m the implementation of the Integrated 
Scheme and proposed for this purpose, the constitution of the Long- 
term Operations Fund and the Stabilisation Fund, provision of short- 
term and medium-term loans to state co-operative banks on a liberal- 
ized and expanded basis, the strengthening of the Bank’s Agricultural 
Credit Department and the reconstitution of the Standing Advisory 
Committee on Agricultural Credit The amendments to the Reserve 
Bank of India Act in 1955 to which we have referred earher provided 
not only for the creation of the proposed funds but also for the removal 
of the restrictions which limited the Bank’s medium-term loans in the 
aggregate to Rs 5 crores and in the case of each state co-operative 
bank to the owned funds of the latter Further liberalization m the 
standards of the Reserve Bank’s financial accommodation, short-term 
and medium-term, to co-operative banks came in 1961, m pursuance 
of the relevant recommendations of the Committee on Co-operative 
Credit (i960) As a result of these and other developments the total 
of short-term credit limits sanctioned by the Reserve Bank to state 
co-operative banks for agricultural purposes increased from Rs 16 32 
crores in 1953-4 to Rs 345 88 crores in 1968-9 and the medium-term 
loans, from Rs 1 22 crores in 1954-5 to Rs 19 00 crores m 1968-9 
These figures reflect substantial progress We shall later return to a 
detailed analysis of recent trends As recommended by the Rural 
Credit Survey Committee, the Agricultural Credit Department of 
die Reserve Bank was reorganized and substantially expanded so as 
to have an office in each state The Standing Advisory Committee 
was reconstituted as a compact body of experts 

Larger Primary Umts 

2 1 An important aspect of the structural ret < ^ " suggested 

by the Rural Credit Survey Committee concc 
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credit society at the primary level The Committee tvas of the definite 
view that, instead of small societies with uneconomic turnover, there 
should be larger societies, operating as viable units of business, at this 
level so that ‘ honorary services ’ might be replaced by competent 
paid personnel The Committee, therefore, recommended that the 
future development of the primary credit structure should be m the 
direction of larger societies covering such areas of operations as could 
provide adequate busmess In pursuance of this recommendation which 
fav oured the establishment (or reorganization wherever necessary and 
as and when suitable) of agricultural credit societies covering, according 
to local conditions, groups of villages with a reasonably larger member- 
ship and share capital, it vs as proposed m the Second Five Year Plan 
to organize 10,400 large-sized societies on these lines About 7,000 
such societies came to be set up during the first three years of the 
Plan Alongside this was also formulated a programme for the revi- 
talization of small-sized societies Though the lecord of many' large- 
sized societies vs as encouraging m terms of progress in membership, 
deposits and loan operations, there vs'as a change in policy around 
1958 as a result of vs Inch die further organization of such societies came 
to be stopped We discuss this in some detail at a latei stage Mean- 
vs lnle, vs e vs'ould state here unambiguously that dns step resulted m 
an extremely unfortunate set-back to the progress vshich vs as being 
made at die primary level of co-operative credit Notable among die 
events vshich contributed to this set-back vs as die resolution on co- 
operative policv adopted bv die National Development Council in 
November 1958 The view of the Council vs r as diat, for die develop- 
ment of co-operation as a people’s movement, the co-operatives had 
to be organized on die basis of the village commumtv as the primary 
unit and a coverage of a population of about 1,000 The Working 
Group on Co-operative Pohcv, vshich vs as subsequentlv appointed 
bv gov emment to go into die arrangements for implementing the 
lesolution, put forssard two patterns of organization at die primary 
level One of these vs as for general adoption in which die primary" 
credit societies vs ere to be organized m conformity' with the National 
Dev elopment Council’s norm of population cov erage Under the second 
vs Inch vs as to be adopted under certain special circumstances, diough 
a socictv vs as to be organized in each village for non-credit functions, 
die provision of credit vs as to be taken up by a credit union covering 
a compact group of villages within a radius of 3 miles from headquarters 
and with a population of about 4,000 to 5,000 The first pattern 
elaborated die reversal of pohcv, while the second onlv enlarged die 
area of confusion 

02 The question of die appropriate organization at the primary 
hsel vsas gone into next bv die Committee on Co-operative Credit 
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which submitted its report in May i960 The conclusion of the Com- 
mittee was that, as a general rule, the co-operative should be organized 
on the basis of the village community as die primary unit, but that 
die numbei of villages to be sen cd by a society' might be increased 
in the mtei csts of viability where die villages were too small The 
aim w r as to achieve viabihtv •wadi the smallest number of villages 
necessary so that both viabihtv and die essential characteristics of 
co-operation such as close contact were ensuied The suggested test 
of viability was that die society’ should be able to meet the cost of a 
full-time paid secretary and odiei staff without depending upon as- 
sistance from government except for a hmited initial penod The 
broad standards lccommcndcd b> die Committee were that die 
membership should not be too large, diat die population covered 
should not exceed 3,000 and diat no village in die society s jurisdiction 
should be more than 3 or 4 miles fiom its headquarters The Com- 
mittee also recommended that State contribution of share capital 
might be provided to selected priman agricultural credit societies 
subject to certain specified conditions 

23 This appioach was endorsed bv die National Development 
Council and formed die basis for the programme of action m this 
regard which was later spelt out b\ die Conference of State Ministers 
of Co-operation at Hyderabad in 1964 While suggesting certain 
minimum criteria for viabihtv , the Conference recommended that 
state go\cmmcnts should work out area-wise standards for viabilin 
undertake a suncN of existing societies to draw up a programme for 
die promotion of liable units and take appropriate steps such as 
amalgamation of societies which had no prospects of becoming viable, 
the liquidation of bad and defunct societies and the extension of the 
jurisdiction of existing societies so that there would be onlv viable 
societies w ltlnn a few vears It w as also suggested that all go\ cmmental 
assistance b\ w a\ of share capital subsidies, loans for godowns t tc 
should be prowded onlv to societies which were adjudged viable or 
potcntialh \aablc The fixation of standards of vaabihtv and tne 
conduct of the sun ex's for determining viable units have been com- 
pleted m most states Action is now being taken for bringing about tin 
icquired leorganization but the progicss is is vet genera 11\ slow 


Cipp Lca\ Sj r tcv 

24 A major recommendation of the Rural Credit Sunn Commuter 
was that the provision of short-term credit should be based on ti e cm 
loan s\ stem so that the loans would be for pronuenve nutyi'ea to - - 
amounts would be based on esnmated outlaws on ti e on r> 

disbursement would be in kind to the maximum cvet Vos'. A- a*”. 
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recoveries would be effected from the sale proceeds of the crop raised 
This was expected to enable co-operative agricultural credit to reach 
large sections of cultivators and meet their credit needs to a larger 
extent than before These principles were endorsed at the Conference 
of State Ministers of Co-operation m April 1955, and it was proposed 
that durmg the Second Five Year Plan, the membership of primary 
societies should be raised from about 5 millions to 15 millions, the 
quantum of short-term credit from Rs 30 crores to Rs 150 crores and 
that of medium-term loans from Rs 10 crores to Rs 50 crores While 
some progress was made in the coverage as well as volume of co-operative 
credit in subsequent years, the pace of increase was found inade- 
quate m relation to the effort required to step up agricultural produc- 
tion A proposal was put forward in 1959 that the state governments 
might provide a supplementary line of credit through the co-operative 
credit structure, for financing cultivators who could not obtain adequate 
credit from this structure It was, however, agreed later that no such 
supplementary credit would be needed if the co-operatives advanced 
loans on the basis of production programmes and repaying capacity 
At the same time, the Committee on Co-operative Credit was appointed 
under the chairmanship of the late Shn Vaikunth L Mehta to go mto 
the question of how adequate production credit might be provided by 
co-operatives 

25 The Committee amplified and elaborated the emphasis of the 
Rural Credit Survey Committee on the adoption of the crop loan system 
and made various recommendations to help all cultivators, irrespective 
of whether they were owners or tenants to obtain adequate production 
credit from co-operatives These included various suggestions for 
(1) removal or relaxation of some of the constraints winch inhibited 
the flow of co-operative credit, (li) provision of outright grants to the 
central co-operative banks and primary societies with a view to building 
up special bad debt reserves, (in) augmenting the internal resources 
of the co-operatives and (tv) liberalization of standards followed by 
the Reserve Bank for fixing short-term and medium-term credit 
limits for agricultural purposes All these measures for bringing about 
the expansion of co-operative credit and its progressive orientation to 
production needs came to be further spelt out in the Action Programme 
for co-operative credit which was drawn up in 1963 for ensuring that 
the co-operatives provided adequate support, on the credit side, to 
intensive agricultural programmes This programme emphasized, 
among other things, the mam features of the crop loan system such 
as the determination of the size of credit with reference to crop, acreage 
and relevant scales of finance, partial disbursement of credit in kind 
and the adoption of seasonality in lending and recovers' Following 
the discussion of the programme at state level conferences between 
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1964 and 1 066 v Inch helped lo get the crop loan sxstem more widely 
understood and accepted, as well as spell out in relation to local condi- 
tions, steps arc gradu ills being tnht 11 to implement the system The 
progress however. is on the as hole slo\s and lines en In many eases, 
those associated A\ath the management of the central banks and societies 
base not set unrcscrscdls ,’cccptcd the new policies, and to that 
c-\tc it, their adoptio 1 remains half-hearted and incomplete Again, 
there arc transitional difficulties such as local shortages of fertilizer 
which present disbursement m kind I lie scales of finance arc sometimes 
fixed at u: dills high lcscls and there has been a tendenev in certain 
areas for members to exaggerate their acreage under different crops 
Ex en s hc'e tin rules has c been res iscd to raise the mdis ldual maximum 
borrossh'g pox cr cr lo xs.aisc the insistence on mortgage sccuntx’ for 
<mall loans there has been reluctance at the field lcs’cl to gixo effect 
to such measures of relaxation Bx and largi , it can be said that the 
basic principles of the crop loan ssstcm have come to be accepted at 
the pohes -making lex el in each state, and aic being undei stood gra- 
dualh bx offici ds and non-officials connected sxith the different tiers 
of the co-opcratixc credit structure I loss ex cr, the process of adapting 
these general principles to the conditions of particular states and districts, 
though under v ax, is still slow 


Slclnhzct'On 

26 The Rural Credit Surxey Committee had recommended that 
agricultural credit stabilization funds should be constituted in the 
Reserve Bank at the national lex'cl and in the co-operative credit 
institutions at different lcx'els so that short-term loans for agricultural 
purposes could be converted into medium-term loans if repayment 
became difficult on account of famine, drought, etc Though the 
National Agricultural Credit (Stabilisation) Fund xvas constituted by 
the Reserve Banl with an initial contribution of Rs 1 crorc as early 
as in 1956, stabilization arrangements xvcrc not actually set in motion 
till some }cars later, partly because the co-operative banks xvere sloxv 
to build up such funds and partly because no definite procedure xvas 
formulated for such operations More recently, following the recom- 
mendations of the Committee on Co-operative Credit (i960), steps 
have been taken not only to finalize the procedure for the purpose 
but also to augment the relevant funds of the state co-operative banks 
through contribution from the central government and the funds 
at both die state and central co-operative bank levels through contri- 
butions from out of their own net profits The total balance m the 
National Agricultural Credit (Stabilisation) Fund as on 30 June 1969 
amounted to Rs 35 crorcs xvlulc the stabilization funds of the state 
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co-operative banks as at the end of 1967-8 aggregated Rs 12 80 
crores Up to the end of 1967-8, short-term dues of Rs 11 22 crores 
from state co-operative banks had been converted mto medium-term 
loans by the Reserve Bank It has, however, yet to be ensured that this 
facility is availed of in all appropriate cases 

27 Another recommendation of the Rural Credit Survey Com- 
mittee, also relating to the impact of crop failure, was that the Govern- 
ment of India should set up a National Agricultural Credit (Relief 
and Guarantee) Fund with an annual allotment of not less than 
Rs 1 crore for giving grants by way of rehef through the state govern- 
ments to co-operative credit institutions for enabling them to -write 
off irrecoverable loans arising from such causes as widespread drought 
or chrome famine The state government was also to make contributions 
from the corresponding funds maintained by it The Government of 
India did not accept this recommendation on the ground that, even 
m the absence of such a fund, it could always come to the rescue of 
the co-operative movement if a situation such as the one contemplated 
by the Rural Credit Survey Committee arose Though all the state 
governments constituted die funds recommended at the state level, 
the amounts in them were small and added up to only Rs 1 36 crores 
as on 31 March 1968 Proposals for strengthening these funds through 
central assistance, as well as suitable procedures for drawing on them 
are under consideration 

Marketing and Processing 

28 One set of recommendations of the Rural Credit Survey Com- 
mittee was concerned with the progressive organization of marketing, 
processing and other rural economic activities on a co-operative basis 
It vas envisaged tiiat the co-operatives so established both at the 
rural base and, is here necessary, at higher levels, would receive the 
required financial, administrative and technical assistance from govern- 
ment dirough State partnership and otherwise A related recom- 
mendation i\as that storage and warehousing should also be developed 
at die all-India and state levels through State-partnered warehousing 
organizations and at other levels through co-operative institutions 
The proposed set-up w as to consist of a National Co-operative Develop- 
ment and Warehousing Board operating under the Ministry of Food 
and Agriculture, an all-India warehousing corporation and state 
■warehousing companies, apart from processing, marketing and other 
co-opcrati\ cs at the pnmarv and higher levels The resources for 
financing reorganization and development on these lines v\ ere to be 
found from the National Co-operative Development Fund and the 
National k\ archousing Development Tund both of which were to be 
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constituted under the Board In terms of die Agricultural Produce 
(Development and Warehousing) Corporations Act which, as indicated 
earher, was passed in 1956, die National Co-operative Development 
and Warehousing Board was set up in Septembei 1956 and the Central 
Warehousing Corporation m March 1957. The Warehousing Develop- 
ment Fund was constituted with an initial non-recurring contribution 
of Rs 5 crores and provision was made for a recurring annual contri- 
bution of not less than Rs 5 crores for dns Fund and the Co-operative 
Development Fund together State warehousing corporations were 
also set up in the following years in all die states except Jammu and 
Kashmir The Board was bifurcated m 1963 for reasons of administra- 
tive convenience, widi a new National Co-operative Development 
Corporation being estabhshed to take charge of the responsibility of 
die Board in regard to co-operative development, the rest of the 
functions of the Board being transferred to die Central Warehousing 
Corporation Specific programmes for the development of co-operative 
marketing and processing -were drawn up as part of die Second and 
Third Plans and were supported by die Board Later, the National 
Co-operative Development Corporation extended assistance to these 
co-operatives in the form of loans to state governments for contribution to 
the share capital of diese co-operatives, loans-cum-subsidies for construc- 
tion of godowns and purchase of transport vehicles and grants for the 
employment of managerial personnel Managerial subsidies for primary 
agricultural credit societies and contributions to agricultural credit 
stabilization funds at die apex bank level also came from the Cor- 
poration Total assistance of the order of Rs 89 67 crores was released 
by the Corporation (and die Board) till the end of March 1 968, under 
various schemes, Rs 64 78 crores as loan and Rs 24 8g crores as sub- 
sidy All dus has helped to promote a steady giowth of co-operative 
marketing as well as processing The total value of agricultural produce 
marketed through co-operatives increased from Rs 47 crores m 1950-51 
to Rs 462 crores in 1967-8 In the field of co-operative processmg, 
progress has been most notable in regard to co-operative sugar factories, 
which accounted for as large a propoi tion as 3 1 per cent of the total 
sugai production of die country m 1967-8 Progress has also been 
made m two other directions contemplated by the Rural Credit 
Survey Committee, viz , the distribution, through village co-operatives, 
of agricultural requisites as well as certain consumer goods In 1967-8, 
marketing and agricultural credit societies accounted for sales of 
chemical fertilizers, seeds and agricultural implements amounting to 
Rs 229 croies and consumei goods of die value of Rs 250 crores 
29 So far as storage was concerned, loans and grants were provided 
to marketing co-operatives at different levels as also to primary agri- 
cultural credit societies to construct and hire godowns Up to 31 



RURAL CREDIT SURVEY AND AFTER 


36 

March 1968, a sum of Rs 14 39 crores was provided by the National 
Co-operame Development Corporation (and earlier by the Board), 
Rs 1 1 70 crores by way of loan and Rs 2 69 crores by way of subsidy 
for construction of 14,883 rural godowns and 3,496 go downs of market- 
ing societies and hiring of godowms The storage capacity built up m 
the co-operative sector with the abo\e assistance has totalled 2 24 
million tonnes by the end of 1966-7, as against o 75 million tonnes 
at the end of 1960-61 Progress has also been lecorded in the develop- 
ment of warehousing The number of v r areliouses of the Central 
Warehousing Corporation w'hich stood at 40 at the end of 1960-61 
rose to 100 as at the end of 1966-7 and their storage capacity from 79 
thousand tonnes to 750 thousand tonnes The state warehousmg 
corporations had in all 607 -warehouses (including 1 36 sub-v arehouses) 
with a capacity of 852 9 thousand tonnes Advances against warehouse 
receipts amounted to about Rs 28 crores on 31 March 1967 but this 
level cannot be said to be commensurate with the facihties offered and 
falls short of earlier expectations 

Slate Bank of India 

30 The State Bank of India, which came into being on 1 July 1955, 
took o\er under its charter the undertaking of the Imperial Bank of 
India The State Bank of India Act laid dov n, among other things, 
that 400 branches should be opened during the next five years This 
target v as exceeded and the number of new branches actuallv opened 
during that period \ as 416 An important development in the years 
1959 and i960 was that 8 State-associated banks became subsidiaries 
of the State Bank of India under legislation enacted for the purpose 
Subsequent programmes of branch expansion pertained to the sub- 
sidiaries as well as the State Bank The additional branches opened 
were 405 by die State Bank and 369 by the subsidiaries up to the end 
of 1968 At the time of the Rural Credit Sur\ey r , out of 301 district 
headquarters, offices of either the erstwhile Imperial Bank or the 
State-associated banks funcDoned at only ig6 places, and there w r ere 
as mans as 1,530 sub-treasury centres where no offices of diese banks 
existed B\ the end of 1 968, die number of district headquarters covered 
was 289 The number of sub-treasury centres where no office of these 
banks exists has now been reduced to about 700 The total number 
of offices of the State Bank and its subsidiaries m India as at die end 
of 1968 s -as 2,384 of which 60 per cent were in rural and semi-urban 
centres \ nth a population oflcss than 25,000 The Rural Credit Suney 
Committee recommended, and the State Bank of India Act provided 
for, the institution of an Integration and Desclopmcnt Tund in the 
State Bank of India, which was to be mainly built up from the dividend 
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payable on the Reserve Bank’s shares m the institution and was to be 
used to offset m part the losses that might result from its branch 
expansion progi ammes 

31 Another important recommendation of the Rural Credit 
Survey Committee was that the State Bank of India should be res- 
ponsive to the banking and credit needs of co-operative institutions, 
especially those concerned with the marketing and processing of agri- 
cultural produce, and that the State Bank and co-operative banks 
should be fully co-ordinated in their working in many aspects The 
bank made considerable headway in the financing of co-operative 
marketing and processmg societies and in assisting land mortgage 
banks both by providing them with interim accommodation as also 
by purchasing their debentures In all, the credit limits sanctioned by 
the bank to co-operatives of different types aggregated Rs 67 8 crores 
at the end of 1968 as against which the amount outstanding on that 
date stood at Rs 16 8 crores The bank’s investment m land develop- 
ment bank debentures on that date amounted to Rs 19 6 crores 
There has also been a liberalization in the matter of remittance 
facilities provided by the State Bank to co-operative banks 

32 It is relevant to refer here to an examination made m 1957 
by an ad hoc Committee, of which the Governor of the Reserve Bank 
of India was the Chairman, into the role of the State Bank of India 
vis-a-vis co-operative credit and agricultural finance Considering 
the issue whether there should be a wholesale transfer of all the func- 
tions discharged by the Reserve Bank in the sphere of agricultural 
credit to the State Bank, the committee came to the conclusion that the 
advisory, developmental and financing activities which were being 
undertaken by the Reserve Bank should 1 emain with it in view of the 
fact that they were connected widi refinancing and were germane to 
the functions of the Central Bank of a developing country Another 
alternative consideicd by the committee was that of substituting the 
machinery of the State Bank for whole or part of the then existing 
co-operative credit structure The committee ruled this out, taking 
the view that, as the state co-operative bank and the district central 
co-opeiativc bank had each certain distinct and necessary functions 
of its own, the State Bank could not be a substitute for either The 
committee, therefore, concluded that the best contribution which the 
State Bank could make to the agricultural sector consisted of the dis- 
pensation of credit for piocessmg and marketing, organized on a co- 
operative basis, as such activities were likely to mcrease substantially 
The direct financing of the cultivator by the State Bank came to be 
actively contemplated only in 1964 when the bank formulated its Rural 
Pilot Centres Scheme for providing rural credit m selected areas Only 
limited progress was, however, made m tins direction till early ig68 
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T accam 

33 The Rural Credit Survey Committee had recommended that 
taccam should be stncdy limited to distress finance, but might continue 
to be given for production purposes purely as a transitional arrangement 
m areas w here co-operative credit agencies were y et to be dev eloped 
It further suggested that taccam could play a role in connexion with 
special credit arrangements required m areas of chrome famine or 
those inhabited by backward tribes or economically backward occu- 
pational classes This policy was also broadly endorsed by the Com- 
mittee on Co-operative Credit (i960) which recommended that the 
funds intended for disbursement as taccam should be placed at the 
disposal of the co-operative credit structure The Committee on Takavi 
Loans and Co-operative Credit appointed by the Government of 
India in 1961 also recommended that the issue of taccam loans direct 
to individuals should be discouraged and that the policy of routing 
taccam loans through co-operatives should be implemented according 
to a phased programme The implementation of diese and other aspects 
of the accepted policy m regard to taccam has been neither whole- 
hearted nor complete Though, in many cases, long-term taccam funds 
arc now being routed through the land development banks, provision 
of fertilizer taccam has not conformed to lines of agreed policy’ The 
latter has, in certain areas, adversely' affected the interests of co- 
operativ e credit — either because care was not taken to ensure that 
the taccam was not provided to the members of co-operativ es, especially 
defaulters, or because the terms on v\hich taccam was provided were 
more attractiv e than those of co-op era tive credit Laxity in the recovery’ 
of taccam has had an unhealthy’ influence on the repayment performance 
of the borrowers of co-operative loans m some areas 


General Observations 

34 kVc shall not attempt here an assessment of the extent to which 
the recommendations of the Rural Credit Survey Committee have 
been cffecUvcly implemented That will have to await the review’ of 
the record of the various agencies of rural credit which we undertake 
m later chapters kVe have only’ a few general observations to make 
at this stage. The Integrated Scheme of Rural Credit involved different 
phases of action on the part of a senes of institutions Acceptance of 
the general principles underiving the scheme, the legislative and 
other measures, which immediately' followed, for establishing new 
institutions and new funds, the incorporation of the mam features of 
the scheme into the Second Five Year Plan — all these no doubt 
added up to an impressive effort which reflected an earnest desire on 
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the part of all concerned to implement, without delay, the recommenda- 
tions of the Rural Credit Survey Committee These, however, were 
only the first steps They had to be followed by a number of other 
measures to be taken at different levels, by the central government 
as well as the state governments and by various all-India institutions 
as well as others in the different states Only then could the combination 
of institutional efforts and financial operations have led to the results 
envisaged by the Rural Credit Survey Committee Action had to be 
earned to the distnet and village levels, so that the new ideas m regard 
to the structuie and operational pohcies of co-operative credit were 
fully understood, accepted without reservation and effectively imple- 
mented This, m turn, required that there were no major shifts in policy 
(such as those which occurred in regard to the structure at the primary 
level) and that there was a planned effort to educate those who had 
to implement procedures m the field Moreover, there was need to 
translate bioad pohcies (such as the crop loan system) into practical 
terms suited to the needs and conditions of particular areas Progress 
has, no doubt, been made m these and other directions m recent years 
but the uncertainties, delays and lack of effective action m such 
matters in the earher stages did mean that some of the dynamism con- 
templated in the Rural Credit Survey Committee’s recommendations 
was lost in half-hearted effort and lack of comprehension 




II REVIEW OF DEMAND FOR CREDIT 




CHAPTER 3 


DEMAND FOR CREDIT (I). PERSPECTIVE 

The object of tins chapter and the ne\t is to throw some light 
on die nature and dimensions of die demand for agricultural credit 
It is in relation to dus factor diat the existing supply may be judged 
and that for die future planned We begin by indicating die pattern 
of demand as it emerged from die All-India Rural Credit Survey 
of 1 95 1-2 and, a decade later, from the All-India Rural Debt and 
Investment Survey of 1961-2 An attempt is then made to review 
those dc\ clopmcnts m Indian agriculture, including die High-yieldmg 
Varieties Programme, which, in die mam, are likely to determine die 
size and pattern of the demand for agricultural credit Finally, after 
renewing some recent estimates, we indicate what, m our own view, 
might be taken as the broad ordci of die credit requirements for agri- 
cultural credit during the Fourdi Plan 

Data on Borrowings 

2 The All-India Rural Credit Survey, conducted in 1951-2, made 
available a considerable volume of statistics pertaining to debt, bor- 
rowings and the expenditure pattern of rural families We shall here 
refer only to some of die more significant data relating to bonowmgs 


Borrowings 1951-2 

3 Borrowing was reported by 51 7 per cent of all rural families, die 
proportion being 58 6 per cent foi cultivators and 38 6 per cent for 
non-cultivators In 10 of the 75 districts surveyed, die proportion of the 
cultivating families who borrowed w r as between 70 per cent and 80 
per cent while m 6 districts it was 80 per cent or more The proportion 
was more than 50 per cent m 48 districts So far as non-cultivating 
famihes were concerned, less than 50 per cent borrowed in 59 of the 
selected districts In no district did more than 70 per cent of such 
famihes borrow A low proportion of borrowing famihes could have 
been the result of one or more of several factors Thus, some cultivators 
perhaps did not need to borrow because dieir expenses were low or 
occasions of expenditure were few Others might not have borrowed 
as they had sufficient resources of dieir own In still other cases, culti- 
vators might have needed to borrow, but could not because the poten- 
tial lenders did not consider them creditworthy 


43 
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4 The all-India average borrowing per rural family was Rs 160 
for all families The corresponding average was Rs 210 for cultivators 
and Rs 66 for non-cultivators The average borrowing per borrowing 
family was Rs 309 for all rural households, wlnle it was placed at 
Rs 358 for cultivators and Rs 171 for non-cultivators State-vase details 
are given in the following table 


Table 1 


BORROSSTMJ per Familv 
(1951-2) 

Rupees 


State 


Cultivators 

jYcn- 

cultivators 

All Families 

(1) 


(2) 

(3) 

W 

Assam 


122 3 

61 4 

106 1 

West Bengal 


124 7 

39 1 

88 9 

Bihar 


166 3 

65 6 

133 2 

Uttar Pradesh 


200 9 

82 8 

173 1 

Punjab 


207 8 

92 4 

166 8 

PEPSU 


424 4 

214 8 

362 2 

Rajasthan 


277 8 

63 4 

228 5 

Madhya Bharat 


200 4 

75 8 

166 2 

Vindhya Pradesh 


97 1 

19 9 

76 5 

Orissa 


84 3 

28 3 

66 1 

Madhya Pradesh 


172 8 

28 3 

116 4 

Bombay 


174 3 

49 1 

134 6 

Hyderabad 


206 9 

64 3 

145 9 

Mysore 


209 4 

83 1 

179 6 

Madras 


398 9 

74 9 

246 6 

All-India 


209 5 

66 1 

159 9 


5 The table shows wide variations among the states The borrowing 
per cultivating family was as high as Rs 424 m PEPSU and as low as 
Rs 84 m Orissa Madras also showed a high average at Rs 399 for culti- 
vator families and Rs 247 for all families All that can be said perhaps is 
that Ion levels of borrowing were generally associated with areas where 
agriculture was largely at the subsistence level and the economy was 
relatively less monetized, while the average size of borrowing tended 
to be higher in areas where agriculture was more modernized and 
commercialized and monetization w r as greater or areas where successive 
y cars of crop failure had led to large borrowings by the cultivators 
of the upper groups The borrowing per family also varied substantially 
between the different classes of cultivators, ranging from Rs 357 P cr 
family for large culnvators to Rs 173 for medium cultivators and 
Rs 1 1 1 for small cultivators 
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6 A broad analysis of borrowings accoidmg to purpose on tins 
basts is gi\cn in the following table 

Table 2 

Purpose -wise Asal\sis op Borrowings 
(1051-2) 

Percentages 


Piif r» 



Cultivators 



Non- 

culti- 

All 

Rural 

1 Ull'UjC 

Big 1 

Large 

Medium 

Small 

Total 

vators 

Families 

( 1 ) 

( 2 ) 

( 3 ) 

( 4 ) 

( 5 ) 

( 6 ) 

( 7 ) 

( 0 ) 


Capital expenditure 


on farm 

35 5 

34 7 

30 5 

23 2 

31 5 

6 0 

27 

8 

Current expenditure 

on farm 

13 3 

12 1 

10 1 

6 8 

10 G 

1 1 

9 

3 

Non-farm business 

expenditure 

6 4 

4 9 

3 3 

6 0 

4 5 

18 5 

6 

6 

Family expenditure 

37 2 

41 2 

49 5 

59 8 

46 9 

69 9 

50 2 

Other expenditure 

7 2 

6 G 

G 0 

3 9 

G 0 

4 4 

5 

7 

More than one 

purpose 

0 4 

0 5 

0 G 

0 3 

0 5 

0 1 

0 

4 


100 0 

100 0 

100 0 

100 0 

100 0 

100 0 

100 

0 


1 These are included in ‘ Large ’ cultivators and represent the top one-third of that 
category 


Family expenditure was the most important purpose of borrowing, 
accounting for 50 2 per cent of the total for all families, 46 9 per cent 
for cultivators and 69 9 per cent for non-cultivators More detailed 
data show that, of the borrowing under this category, about one- 
third was accounted for by expenditure on marriage and death cere- 
monies and about one-fourth by expenditure on food and other current 
consumption Capital expenditure on the farm was the purpose for 
315 per cent of the borrowings of cultivators Current expenditure 
on the farm was important only for the cultivators and claimed 10 6 
per cent of their borrowings 

7 The larger the cultivator, the more he borrowed, proportionately, 
for farm expenses than for domestic and other expenditure In part, 
this probably reflected the fact that it was the more substantial culti- 
vators who could ordinarily be expected to undertake investment 
in land The opposite trend was obseivcd tvith regard to borrowing 
occasioned by family expenditure The smaller the cultivator, the 
larger, proportionately, was the borrowing for financing tins expendi- 
ture The relatively poor financial position of the small cultivator 
no doubt made it harder for him to meet such expenditure out of 
his own resources, 1 e , without recourse to borrowmg 
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8 Another way of looking at the importance of credit in the 
operations of the rural economy as revealed bv the Sur\ ey data is to 
consider the extent to which expenses of cultivators on different items 
were met by different sources of finance, as given m the following 
table 


Tabce 3 

Sources of Fd,asce 


( 1951 - 2 ) 

Percentages 


Source of 
Finer ce 

Family 

Expendi- 

ture 

Of Col 
(2), Exter- 

diture 

on 

A ferriage 
Ceremo- 
nies 

Capital Expenditure 

Lend Livestock 

Other 

Capital 

Expen- 

diture 

Current 

Farm 

Expen- 

diture 

(i) 

(2) 

( 3 ) 

( 4 ) 

( 5 ) 

(6) 

e>) 

Current income 

46 8 

31 9 

24 3 

29 3 

54 4 

76 9 

Past savings 

23 9 

21 1 

21 6 

13 2 

12 1 

5 8 

Sale of assets 

2 1 

2 7 

13 1 

12 4 

1 3 

0 4 

Bo rro vangs 

25 6 

42 3 

37 9 

44 0 

31 0 

12 8 

Other sources 

1 6 

2 0 

3 1 

1 1 

1 2 

4 1 


too 0 

100 0 

100 0 

100 0 

100 0 

100 0 


It is obsen ed that, so far as family expenditure w as concerned, nearl) 
one half was financed by current income and about a quarter each b) 
past savings and borrowings In the case of capital expenditure on 
the farm, the most important source of finance was borrowings Thus 
37 9 P er ccnt °f t ^ ie expenditure on purchase of land "was met from 
borrowings while 24 3 per cent and 21 6 per cent w r ere raised from 
current income and past savings respectively For capital expenditure 
m agriculture other than purchase of land, and livestock, the most 
important source of finance was current income at 54*4 per cent, 
borrowings accounted for only 31 o per cent of such expenditure 
So far as current farm expenditure was concerned, the bulk of the 
expenditure, viz , 76 9 per cent was met from current income while 
borrowings accounted for only 12 8 per cent 


Borrod irgs iqSi-2 

9 The Rural Credit Survey was followed a decade later by another 
countrywide m\ estigation, namely, the All-India Rural Debt and 
Imcstmcnt Sur\c\ of 1961—2 The following paragraphs summarize 
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some of the important statistical data of tins Survey in respect of 
borrowings 

10 The state-wise position in regard to families who reported 
borrowing is as follows 


Table 4 


Proportion of Households Borroutno Cash Loans 
(1961-2) 


Stale 

Proportion 

of Households 
( Percentage ) 

Borrowing 

Cultivators 

Kon- 

culticators 

All Rural 
Households 

( 1 ) 

( 2 ) 

(3) 

(4) 

Andhra Pradesh 

57 G 

40 4 

51 6 

Assam 

20 6 

18 8 

20 1 

Bihar 

41 5 

36 0 

40 3 

Gujarat 

60 1 

43 3 

54 7 

Jammu ft Kashmir 

52 1 

33 9 

50 5 

Kerala 

64 0 

50 3 

61 3 

Madhya Pradesh 

48 4 

35 7 

45 7 

Madras 

57 6 

45 0 

52 9 

Maharashtra 

50 2 

28 3 

43 3 

Mysore 

63 0 

49 5 

59 4 

Orissa 

20 7 

14 4 

18 8 

Punjab 

63 6 

53 6 

59 5 

Rajasthan 

74 2 

54 0 

71 5 

Uttar Pradesh 

52 6 

43 5 

50 8 

West Bengal 

55 8 

46 5 

52 7 

All-India 

52 0 

40 0 

48 8 


1 1 For the country as a whole, 52 per cent of the cultivator families 
reported borrowings The proportion for non-cultivators was much 
lower at 40 per cent and that for all rural households was 48 8 per 
cent Not much variation was noticed between the different asset 
groups of cultivators in this respect, though, for the group of culti- 
vators with assets less than Rs 500, this proportion w r as only 45 8 
per cent, as against the proportion of about 55 per cent for those in 
the asset groups of over Rs 5,000 The proportion of cultivator house- 
holds reporting borrowings was the lowest m Assam and Orissa at 21 
per cent each and highest in Rajasthan where it was 74 per cent. 
It was also relatively high m Kerala, Mysore and Punjab, ranging 
between 63 per cent and 64 per cent The proportion was about 42 
per cent m Bihar and 48 per cent in Madhya Pradesh In other states, 
it ranged between 50 per cent and 60 per cent It is observed that 
states such as Assam and Onssa whose record in the progress of insti- 
tutional credit is not very satisfactory are also among the states where 
the proportion of borrowing families is relatively low 
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12 Particulars of borrowings per family and per borrowing 
family, as of 1961-2, are given below for the country as a whole and 
for individual states 


Table 5 

Average Cash Loaj, Borrowed per Rural Household 
(1961-2) 


Rupee 


Slate 

Average Cash Loan 
Borrowed per Rural 
Household 

Average Cash Loan 
Borrowed per Borrowing 
Household 

Cultivator 

Ncm-ailhvator 

Cultivator 

J\ r on-ailhvator 

(1) 

(2) 

( 3 ) 

( 4 ) 

( 5 ) 

Andhra Pradesh 

275 9 

84 8 

479 

210 

Assam 

35 8 

23 6 

174 

126 

Bihar 

102 5 

58 0 

247 

161 

Gujarat 

370 3 

168 7 

616 

390 

Jammu &. Kashmir 

154 4 

84 1 

296 

248 

Kerala 

203 7 

63 9 

318 

127 

Madhya Pradesh 

169 4 

80 0 

350 

224 

Madras 

297 8 

122 3 

517 

272 

Maharashtra 

220 9 

52 9 

440 

187 

Mysore 

323 3 

138 0 

514 

279 

Onssa 

54 9 

26 3 

266 

183 

Punjab 

365 1 

230 1 

574 

430 

Rajasthan 

389 4 

408 2 

525 

757 

Uttar Pradesh 

167 5 

109 3 

319 

251 

West Bengal 

143 9 

115 4 

258 

248 

All India 

205 4 

111 8 

395 

280 


1 3 The all- India average of borrowing per family was Rs 205 for 
cultivators and Rs 1 1 2 for non-cultivators Like the proportion of 
borrow mg families, the borrowing per cultivator family was also the 
highest in Rajasthan follow ed by Gujarat, Punjab and Mysore The 
lowest amounts were reported from Assam, Orissa and Bihar, with 
the borrowings being at only a slightly higher level in West Bengal 
The posiUon w as more or less similar for non- cultivating households, 
wadi die figure for Rajasthan being, again, the highest, and relatively 
°w Ie ' eI s being recorded in Assam and Onssa 

14 So far as borrowing per borrowing household was concerned, 
die a\ crage w as Rs 395 for culm ators and Rs 280 for non-cultivators 

ctween states, the average borrowing per reporting family was 
t c ugliest among cultivators for Gujarat, where it stood at Rs 616 
t w as abo\ c Rs 500 m four other states, viz , Punjab, Rajasthan, 
Madras and Mysore The averages were relatively low — mosdy in 
c range of Rs 200 to Rs 300 — m Bihar, Jammu and Kashmir, 
nssa and "West Bengal and the low'est m Assam at Rs 174- In the 
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case of die non-culti\atois, however, the a\eragc was highest in 
Rajasthan at Rs 757, followed bv Punjab (Rs 430) and Gujarat (Rs 390) 
The lowest figures were recorded in Assam and Kerala at Rs 126 
and Rs 127 rcspectn eh . 

15 The figures of a\crage borrowings of cultivators of different 
asset groups arc gn en in die following table 


Table 6 

Borrowings of Cultivators according to Asset Groups 

(1961-2) 


Rupees 




Borrowim ; per 

Borrowing per 



Reporting Family 

Family 


( 1 ) 

(2) 

(3) 

Less than 500 

99 

45 

500-1 

,000 

147 

70 

1,000- 

2,500 

200 

98 

2,500 - 

5,000 

291 

156 

5,000- 

10,000 

449 

251 

10,000 

-20,000 

693 

386 

20,000 

and above 

1,356 

737 


It may be seen diat die borrowings tended to increase from the smaller 
asset groups to die larger groups, whedier in terms of averages per 
family or per reporting family Apart from die possibility of a propor- 
tionately small need for credit m die smaller groups, the smaller base 
of assets providing die security for the credit to be raised is also libel) 
to have kept down the level of borrowings in die lower asset groups 
16 Table 7 show's the particulars of die purposes of borrownngs 
of cultivators It is observed that the most important purpose is house- 
hold expenditure, whether judged by the amount reported as borrowed 
for this purpose or the proportion which it forms of the total borrownngs 
Next m importance comes capital expenditure m farm business, which 
accounts for over one-fifdi of die total amount bomnved Current 
expenditure on die farm is the purpose for which 13-5 per cent of die 
total borrownngs has been reported Considering die position m dns 
regard as betw een different classes of cultivators, it may be remarked 
that the importance of household expenditure as a purpose of borrow- 
ing increases as one moves to die low'er asset groups while that of 
capital and current expenditure in farm business increases as one 
moves to the higher asset groups In die lowest asset group, i e , of 
less than Rs 500, for example, as much as 72 per cent of the borrownngs 
are accounted for by household expenditure Current expenditure m 
farm business and repayment of debts account for only a negligible 
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pronn-fon of the tot -1 borrowing It will thus l>c seen that consump- 
tion expenditure is on important purpose of bnnowings, cspcnallv for 
si nllcr culm -tors 

17 Don for 1 .tlmtlti il st itc s m rrg lrd to the pui pose-wise break-up 
of borrowing: of rultmtors arc shown in 1 able 0 


i moj- n 

Pvnv. - i\- - ( !.c j "wos nr 1 o row re n\ Cum stou llourriiot-m 

(1° >1-2) 



r.' ; 

- i /. T 

P 

te-f r Di~ere~t Pnrfries la Tp'jI 4m~jr/ 
r tej (/ er //•'*'•/) 


C ' 

’ C rr~' 

C.f 1 ' ! c~ J C ;r- 



/ 1' -- 

-re l.\’ ~ ’ re 

rr**' hxl r ,J it^re HtJ:e L r r J 


Sr/ 

1 -/ 

— t- / "i 

n Nr/.n Ex^^diture 

Others 


/- - 

1 /) 

/> m~rss 



(1) 


(3> 

O' 

( 5 ) 

(G) 

v-Jhra 

25 I 

i! n 

3 0 

39 7 

20 4 

A an 

25 (1 

n 3 

G 3 

5G 5 

3 9 

P Ur 

13 1! 

5 0 

n 5 

GO 1 

11 7 

Gujarat 

17 1 

2 i 5 

2 0 

51 7 

4 7 

Jnnu £. Knalir-ir 

in 5 

0 n 

1 1 

82 2 

2 1 

Kerala 

r, g 

5 2 

I! 9 

59 7 

11 G 

’ ladhj a Trader v i 

2 ■ 2 

13 3 

G 7 

15 1 

10 4 

Madrat 

31 0 

15 2 

1 3 

31 2 

18 3 

XlaharaAilra 

in g 

12 3 

4 1 

31 5 

3 5 

Mvorc 

25 3 

1C 7 

•1 1 

10 1 

11 5 

Oru-a 

17 G 

I 9 

25 9 

49 G 

5 0 

Punjab 

2G 7 

1 2 

4 4 

57 5 

7 2 

Rajaathan 

2 ! -1 

G 3 

G 0 

57 2 

G 1 

Uttar Pradctli 

23 7 

7 1 

9 8 

45 1 

14 3 

W cat Bengal 

10 2 

13 7 

1G 1 

55 0 

5 0 

A!l-India 

22 1 

13 5 

G 7 

4G G 

11 1 


The proportion of borrowings for household expenditure teas highest 
in Jammu and Kashmir at 82 per cent and about 60 per cent in Bihar 
and Kerala The share of this purpose was relatively low in Madras 
and Maharashtra at 31 per cent On the other hand, the proportion 
of borrowings for current expenditure m farm business w r as highest 
m Maharashtra at 42 per cent followed by Gujarat (25 per cent) 
The lov'est proportions of borrowings for tins purpose were recorded 
in Jammu and Kashmir and Orissa Capital expenditure m farm 
business -was important as a purpose m Madras, accounting for 31 
per cent of die total, followed by Punjab (27 per cent) About one 
quarter of the borrowings was accounted for by this purpose in Andhra 
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Pradesh, Assam and Mysore and a little less m Rajasthan and Madhya 
Pradesh 

Comparative Position 1951-2 and 1961-2 

18 As the All-India Rural Credit Survey and the All-India Rural 
Debt and Investment Survey were separated by as many as ten years, 
it would be interesting to compare the major changes, if any, disclosed 
by the data, though any such comparison is handicapped, to some 
extent, by the difference in the design of the two Surveys Further, 
detailed state-wise comparisons can be made only for six states as the 
boundaries of the rest were affected by states’ reorganization which 
had taken place during the period between the two Survey's Change 
in the price levels during this period is another relevant factor Subject 
to these considerations, it is possible to throw some light on the changes 
m the borrowings and the debt position as between the two dates 
(The comparison m regard to the relative importance of credit agencies 
m the supply of rural credit is presented in a later chapter ) 

19 So far as the proportion of borrowing families among culti- 
vators is concerned, it has come down from 58 6 per cent m 1951-2 
to 52 per cent m 1961-2 at the all-India level The level of borrowing 
per family has also not changed much, coming down to Rs 205 40 
in 1961-2 from Rs 209 50 m 195 1-2 The aggregate amount borrowed, 
however, was much larger at Rs 1,034 crores m 1961-2 or about 
38 per cent more than the corresponding estimate of Rs 750 crores 
in 1951-2 Available data for the six states which have not been 
affected by the states, reorganization show that the figures have come 
down in the case of Assam, Bihar, Orissa and Uttar Pradesh, hut 
gone up in respect of Rajasthan and West Bengal No conclusive trend 
can be inferred from these figures, especially as, despite the slightly 
lower levels of average borrowings, the total amount borrowed has 
gone up bey ond the extent to which it could be explained with reference 
to the estimated rise in the number of cultivator families The ex- 
planation may r perhaps he pardy' m the differences in die methods 
of estimation adopted and the varying errors to which such estimates 
might be subject and pardy m factors affecting individual state figures 
which, in turn, could have influenced the all-India data 

20 It is also relevant m this connexion to refer to the results of 
flic two Survcvs pertaining to the outstanding debt of cultivators, 
which we have briefly summarized m Table 9 At the all-India level, 
die proportion of indebted cultivators dechned from 69 2 per cent in 
I 95 1- ' t0 66 7 in 1961-2 As for die quantum of debt per indebted 
cultivator, it rose during the same period from Rs 526 to Rs 7°® or 
at the av erage annual rate of 3 5 per cent. 



k ' I 1 - t n • \ ‘ , l \ \t ill mi I!1 

: . r- r < ' 5 - ? » «•% o* ;{ r t u*iJrui uul Mrc of the dt m uul 

* • 1 f r < * < • !l r -Ir (>d of the 1 ourlll l’luil, It 11 nn- 

;< * ’***•'■ ■ r • * ( f -ri <.-i5 T' imI rhuigc \. Jjh )i Indian 

~s ■ r , ' • rt • • < r thr ti'jr ihr \ 11 -Imlu Rural Credit 

v -jr tif thr line' ol dr\ elnpim 111 had 110 
t ‘ • ; t - t. d , <-d va .'1 the be mining of lilt nru trtnds 

'■*- r -i'r rr|, Jr,',! 2 but thr < r I iM • r\ rillci n or righti cn 

• r — r , r' * * :• r j't t h r lirlprtl lO bring lliollt a lit W 
*i > " t t r- < f r,t i amuse inrtnsrs in pioduelion 
h * , t t V * r > )•(-• r.i.r ? u trims of techniques and pr ictircs 

.'it, , j ; th*. * t ** r pr r od . fulnrr o{ t rops, a substantial rise lias 
r r r d t • * i» i.l’ural p-odut lion, \.uli the indc\ number 
o' 1 r , rltt. ( f t'Tirtilltirr \rir Ipjr t -,o ion) rising to 1 5O 5 

: , - ] ! 1 • folio, rd In 1 --trrp th < bur m produrtion 111 the 

;r-, t, ,, r <- u 11", to v idnprr id drought in the country and the 
jr air- ji< - th"' fr]l i) ig.> 7 in lofitj-G and ig2 [ in 1966-7 In the 
rrv- • r - if, 11,67-!;, thr po ition ss is not only retruved but the 
food j) odorno i rr ched i record iesrl of about 96 million tonnes. 
'Jin \ .* mid" po iblr p irtl) In tin fasourablc seasonal conditions 
in tl r \ r m j dp rtl/ by tin atlopnon of the new strategy of intensive 
agnrtilt 1- d p-odurnon 

2.> *1 lie production tr< ud in foodgr uns, sslnrh set the pattern 

bn ugriniliurd produrtion as a sslioh, is brought out in Table 10. 
"While ivit unimjin c m\< , food production li.is not Kept pace with the 
corrunipuon needs of tin ruing population as also the growing demand 
brought out by tin gr< ater tempo of nidustiiah/ation, larger money 
ineotni', mor< < mploynv nt and so on A bigger effort is necessary 
and it is ob’ ions that, in any plan for the future, account has to be 
talcn of the many s .17 s in which the agnctiltnr.il situation lias de- 
velop'd m rt cent years We shall it Ter here briefly to some of the more 
significant trends 
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Table 10 

Production - of Foodgrains 

Million Tonnes 


7 ear 

Actual 

Produc- 

tion 

‘ Target ' or 
Anticipated 
Acfncrcmaii 

Percentage 
Increase (+) or 
Decrease (—) 
m Col ( 2 ) 
over Col (3) 

Index 

lumbers of 
Production 
with 1949-50 
= WO 

(i) 

(2) 

(3) 

(4) 

(5) 

First Plan 

1951-2 

1955-6 

55 51 

69 22 

62 59 

4- 10 6 

91 1 

115 3 

Second Plan 

1956-7 

1960-61 

72 34 

82 02 

81 79 

4-0 2 

120 8 

187 1 

Third Plan 

1961-2 

82 71 

83 76 

- 1 3 

140 3 

1962-3 

80 15 

85 74 

- 6 5 

133 6 

1963-4 

80 64 

87 78 

- 8 6 

136 5 

1964-5 

89 00 

89 86 

- 1 0 

150 2 

1965-6 

72 03 

92 00 1 

— 21 7 

ion q 

AnrMal Plans 

1966-7 

75 05 

97 00 

- 22 6 

124 6 

1967-8 

95 59 

100 00 

- 4 4 


'The targets for the years 1961-2 to 1964-5 are the trend line production figures for 
achieving the 1965-6 target, i e , the reins ed target, the original target was 101 6 million 
tnrrnr* ° 


Problem? &. ( 196 ^Agncultural Development 

23 Tlic net area under cultivation increased by about 19 milli on 
hectares during the period 1950-51 to 1964-5, recording a rise of about 
16 per cent over the igs 0- ^ 1 level On the other hand, the area sown 
more than once which is a far more significant factor — increased 
) 7 million hectares registering a growth of 53 per cent over the 
m I 95 0_ 5 I The gross area under cultivation, as a result, rose 
y 2 million hectares (1 e , by about 20 per cent) during the decade 
and a half, as may be seen from the following table 



Table 11 

Area under Cultivation 


Million Hectares 


1950-51 

1955-6 

1960-61 

1964-5 

Increase 

in 

1964-5 

erer 

1950-51 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Net area. scns*n 

Area *own more than once 
Grms *o^vn area 

118 7 

13 2 

131 9 

129 2 

18 1 

147 3 

133 2 

19 5 

152 7 

137 9 

20 2 
158 1 

19 2 

7 0 

26 2 


Statistics, Edltlon b Directorate of Economics 

' ^ 01 h0od ’ A 5T>culture, Commumtj Development and Cooperation 
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24. Thanks to \anous major irrigation projects and the progress 
of minor migation ■works, nearly 19 per cent of the total area under 
cultivation was irrigated at the end of 1964-5, as against 17 6 per 
cent m 1950-51 The proportion of irrigated area to total cropped 
area is expected to have gone up to about 20 per cent as of the present 
Quantitam ely, the net irrigated area increased by 5 -4 million hectares 
representing a rise of about 26 per cent, and the gross irrigated area 
by 7 - 8 million hectares (or by 35 per cent), during the period 1950-51 
to 1964-5 as shown in the following table 


Tabee 12 

Area under Irrigation 


Million Hectares 


Source 

1950-51 

1955-6 

1960-61 

1964-5 

Increase 

or 

Decrease 

0~T 

1950-51 

Le-cl 

(1) 

(2) 

(3) 

(4) 

(S) 

(6) 

Canals 

8 3 

9 4 

10 4 

11 1 

+ 28 

Tanks 

3 6 

4 4 

4 6 

4 8 

a- 1 2 

Wells 

6 0 

6 7 

7 3 

7 9 

+ 1 9 

Other sources 

3 0 

2 2 

2 4 

2 5 

- 0 5 

Net irrigated area 

20 9 

22 8 

24 7 

26 3 

a- 5 4 

Area irrigated more than once 

1 7 

2 9 

3 3 

4 1 

a- 2 4 

Gross irrigated area 

22 6 

25 7 

28 0 

SO 4 

+ 78 


Source Indian Agriculture in Brief (Eighth Edition), Directorate of Economics & 
Statistics, Mmistrj of Food, Agriculture, Community Dc\ clopmcnt and Co-operation. 


Intensive Cultivation 

25 "With arable land in the country forming about 52 per cent of 
the total geographical area, it has generally been recognized that 
possibilities of the future development of agriculture lav more in 
increasing the yield per unit of the land already brought under the 
plough than m expanding the area under cultivation Intensn e 
cultivation has, therefore, received much emphasis m policy and 
practice This has meant mainly more isater, more fertilizer, better 
seed, multiple croppmg, improi ed cultural pracnces and more efficient 
cultivation generally. As the scope for progress m all these directions 
is relatively promising m areas which command irrigation facilities 
or assured rainfall efforts to step up agricultural, and more partic- 
ularly food, production have been deliberately concentrated in such 
areas 






56 DEMAND FOR CREDIT ( i) PERSPECTIVE 

26 The first major attempt m this direction is as the launching 
of the Intensrs e Agricultural District Programme (I A D P ) — popu- 
larly known as the ‘ Package Programme’ — in 16 selected districts 
spread over 15 states during 1960-62 The districts is ere selected 
having regard to maximum availability of irrigation facilities, minimum 
incidence of natural hazards and existence of is ell-developed co- 
operates es and panchajats The mam objective of the programme 
was to promote the adoption by cultivators of a 1 package of improved 
practices ’ such as better seeds, fertilizers, pesticides, impro\ ed im- 
plements and proper soil and water management, accompanied by 
the provision of a ‘ package of services 5 to the cultivators by way of 
credit, supplies of inputs and technical guidance The programme 
was first introduced m 1960-61 m 661 villages spread over three 
districts and co\ercd an area of 1 2 lakh hectares By die end of 
1966-7, the programme was m operation m 24,336 villages distributed 
ov cr 15 districts (excluding the selected districts m Jammu and 
Kashmir) and covered a gross cropped area of 31 7 lakh hectares 
Despite unfa\ ourable weather conditions in some years, the impact 
of die programme w as reflected not onlv in die increased demand for 
inputs like improved seeds and fertilizers and for plant protection 
measures but also in the rising trend of productivity 

27 The programme has made significant headway m set oral 
aspects The Second Evaluation Report on the progress of Intensive 
Agricultural District Programme, covering die period 1960-61 to 
1 964-5, rev ealed diat, bv and large, the total production of principal 
foodgrain crops m the I.A.D P districts showed a significant rise, re- 
sulting m larger incomes to the agricultural population The Report 
also brought out that the increases m production in the programme 
areas were generally associated with increases m yield rates In the 
first group of seven districts, the nse in vield rate of wheat during 
1 964 - 5 f°r Aligarh and Ludhiana, where wheat is the principal crop, 
was of die order of 55 per cent and 95 per cent respectively ov er the 
pre-Package level Among the second group of eight districts, Mand>a 
has shown die largest increase in 1964-5, viz , 64 per cent in the yield 
rate of paddv , its principal crop, compared with that m the pre- 
Package penod, vshercas in most of the other districts, the yield rate 
has shown onlv a moderate rise 

28 The Third Evaluation Report on the programme covering 
the two vears 1965-6 and 1966-7 revealed that the I A D P districts, 
like the rest of the countrv, had passed through an extremely difficult 
period as a result of widespread drought conditions There was, how- 
cv cr, evidence to show that these districts wath larger organizational, 
admmistrauv c and technical resources at their disposal and also with 
a higher level of production potential built over the past few years, 
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ga\e a better account of themselves with reference to all standards 
of performance dian other areas similarly hit by natural calamities 
"What is, how c\ cr, more significant from the point of view of future 
pohev is the finding of the successive evaluation studies that the basic 
concept of I A D P has proved to be sound The Lev to the success 
of the programme is the mutual reinforcement of the * package of 
practices 5 and the * package of services ’ 

2g Alongside the I A D P , another programme knowi as the 
Intensn e Agricultural Areas Programme (I A A P ) was taken up m 
1 17 districts m 1964-5 Here again, die aim was to step up agricultural 
production through intensn c cultivation, but the method adopted 
w T as die application of die package of practices on a somewdiat lower 
scale than in the Package programme Bv 1965-6, die I A A P covered 
about 120 lakh hectares and dicrc have been, in these areas, signi- 
ficant ad\ anccs in the use of improved seeds and fertilizers and in the 
adoption of plant protection measures 

New Strategy 

30 The last fifteen years have witnessed considerable progress m 
agricultural research in the country wudi a view to harnessing die 
results of modem science and technology m the task of increasing 
productivity in agriculture A major outcome of dns effort is die 
identification of certain exotic and hybrid varieties of seeds of paddy, 
wdieat, maize, jowar and bajra which are responsive to intensive 
application of fertilizer combined wadi die use of die required quantity 
of pesticides and the adoption of odier modem and scientific techniques 
of cultivation Trials wadi diese varieties m the last few r years have 
alreadv revealed that dicy are capable of giving tw r o to four times 
the yield expected from die traditional strains of seeds The new' strategy 
m agriculture has been made possible by two factors, one technological, 
viz , die emergence of the new r fertilizer-responsive seed, and the other 
psychological, viz , a general change in the attitude of die cultivator 
tow r ards die adoption of die seed and die fertilizer The strategy 
consists in the concentration of effort in areas of assured wxiter supply 
w'liere seed and fertilizer can result m optimum production "Wherever 
tins is possible, the strategy also consists in promoting a sequence of 
short-duration crops on die same land "What is ncw r is not die multi- 
croppmg pattern, but the conscious evolution and adoption of suitable 
high-yielding short-duration varieties with optimum production, in 
terms of area and time, as the main aim It has been realized m dns 
context diat minor irrigation, supplementing major irrigation in the 
areas of command, can help to bring about changes in cropping 
pattern that might lead to substantial increases m production 
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31 The High-yielding Varieties Programme (H VP), as the 
name indicates, envisages the use of new strains of high-yielding seeds 
of paddy, wheat, maize, jowar and bajra, either mchgeDOuslv developed 
or imported The programme depends for its success, among other 
t hin gs, on the application of high doses of fertilizers, sufficient pesti- 
cides and appropriate cultural practices This programme was launched 
m khanf 1966 m an area of 730,000 hectares under conditions of assured 
water supply, the mam crops covered bemg paddy, maize, bajra and 
jowar The progress of the programme may be seen from the following 
figures 


Table 13 

Progress of High-yielding Varieties Programme 

Million Hectares 



Target 

Achievement 

Khanf 1966 

1 07 

0 74 

Rabi 1966-7 

1 79 

1 15 

Khanf 1967 

3 18 

1 97 

Rabi 1967-8 

4 11 

4 07 1 

Khanf 1968 

4 67 


Rabi 1968-9 

3 82 



1 Provisional 


32 As a safeguard against situations m which investment on major 
irrigation remains infructuous m the earlier stages for want of related 
measures of land development, as has sometimes happened m the 
past, a new programme of ayacut development is bemg undertaken 
in areas under the command of major irrigation projects Under these 
programmes, steps are bemg taken for land levelling and dei elopment, 
construction of field channels, evolution of irrigated cropping patterns, 
setting up of demonstration farms, and arrangements for credit, 
fertilizers, seeds, and other supplies which -will enable cultivators 
to take immediate and full advantage of the irrigation potential 
created fr\ major irrigation projects 

33 On the farmer, this mam -sided effort has had a gradual but 
perceptible impact and made him increasingly aw are of the importance 
of credit There is a new mood m the countryside reflected m a variety 
of wai s the increasing adoption of high-yielding and other improved 
\ anctics of seed, the growing degree of fertilizer-consciousness and 
fertilizer consumption , die increasing use of green manures and di e 
larger demand for compost , the expanding use of pesticides , die 
progress made m minor irrigation works and the energizing of wells 
through rural electrification , and the use of impro\ ed agricultural 
implements and machinery including tractors and power tillers 
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34 With the cmplnMs on tin me of mipro\cd seed and the res- 
ponse ci css of the cultn itor to thru new strains, there has been an 
increasing demand for \ arious i\ jies of inipro\cd seed The pioduction 
of such <c rd under controlled conditions is de\ doping into a remunera- 
te o and prnnmmc business This ap \rt the National Seeds Corpora- 
tion established in ipb}. is currinth pioducing and distributing 
seeds oflebnd m uzc andjoi.ar and proposes to take up the pioduction 
of the 'eeds oflebnd b ijra, impioaed aarictus of )utc, \cgctablcs, 
fodder crop', etc J'lic taiga for courage midi r the nnproacd seeds 
of foodg-ims during the Hurd Plan was fto 6 million hectares, as 
acainst as Inch the coa i i agt t sttm it< d to baa e been aclnca cd bv 1965-6 
is smd to be >f! 6 million luctarts The following table shows the 
acreage under nnproacd <utds of foodgrains, as it has grown oacr the 
three Pee Year Plan periods 


Tstuj 14 

\nrA Covrnr.» ns Im rosrn Srres 


Million Hectares 


1 055— ft 

1 9 


PC0-G1 

19 n 


I9G5-G 

10 G 


1970-71 (L timated) 

110 9 

(including 13 2 under 


lngli-jiclding sancucs) 


35 Although nitrogenous fertilizers haac been used in India m a 
limited wa) for die last tlircc decades, it is only m recent years that the 
cultiaators liaac come to recognize the a’aluc of these inputs for in- 
creasing .agricultural production Though there arc aicas avlicrc diere 
is still need to promote tins aavarcncss and there is some reluctance 
in most areas to use the doses recommended by extension authorities, 
there is no doubt that certain tvpcs of fertilizer (cither straight or mixed) 
have acquired much popularity and arc in avidespread demand A 
large nctasork of fertilizer distnbution depots — co-operative and odicr 
— has come into being and their number is steadily rising In fact, 
the demand for certain types of chemical fcrtihzei, particularly in 
areas where intensive cultivation and multiple cropping have been 
taken up by farmers, has tended to outstrip the supplies which have 
been steadily rising as a result of increasing internal production and 
imports Table 15 show's the striking increase winch has occurred in 
the consumption of fertilizers in die country 

36 In addition, diere have also been schemes to develop local re- 
sources of orgamc manure, such as rural compost, green manure and 
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Table 15 

Consumption of Fertilizers 

Thousand Tonnes 


Year 

jCitrogeti 

Pnasphaie 

Potash 

(1) 

(2) 

(3) 

(4) 

1955-6 

107 

19 

11 

1960-61 

212 

70 

28 

1965-6 

545 

168 

78 

1966-7 

857 

285 

114 

1967-8 

(Estimated) 

1,070 

364 

450 


urban compost The rclc\ ant figures of achievement under these efforts 
are mdicated below 

Table 16 


Consumption of Manure and Compost 


2 car 

Green A farm re 
(Million 
Hectares) 

Rural Compost 
(Million 
Tonnes) 

Urban Compost 
(Million 
Tonnes) 

(1) 

(2) 

(3) 

(4) 

1955-6 




2 12 

1960-61 

4 25 

66 0 

2 85 

1965-6 

8 04 

119 6 

3 34 

1966-7 

8 49 

121 5 

3 40 

1967-8 

(Estimated) 

8 93 

139 4 

4 10 


37 In the context of attempts to achie\e increased productivity 
through larger lm estment of inputs and labour, measures to protect 
the crops from pests and diseases lia\e assumed special importance 
There has been appreciable progress, both in terms of die acreage 
co\ered by such measures and the quantities used, as shown m the 
fo I lowing table 



Table 17 

Consumption of Pesticides 



Pesticides Used- 

Area Cohered under 

Tear 

Te hrical Grade 

Plant Protection Measures 


(Tonnes) 

(Million Hectares) 

0) 

(2) 

(3) 

1955-6 

3,750 

2 4 

1960-61 

14,600 

6 5 

1965-6 

25,800 

17 4 

1966-7 

33,340 

24 3 

1967-8 

38,260 

36 4 
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38 Although during the fust two Fne Yeai Plans the importance 
of unproved implements was sti essed, the efforts made m this dn ection 
by the government or die individual cultivators were not significant 
Since the beginning of the Third Plan, however, consideiable attention 
has been paid to the introduction of improved tools and implements 
and more efficient agncultuial equipment in order to aclueve a break- 
through m die traditional practices Research and development of 
improved implements has also been initiated at certain central insti- 
tutes and at the agricultural engmeenng departments of die state 
governments Since the bulk of the power is still di awn from animals, 
special attention has also been given to development of bullock-driven 
implements Apart fiom improved tools, diere has also been a consi- 
derable increase m die number of tractois and power tillers m use, and 
die demand is on the increase because of the rising costs of rural labour 
in several parts of the country The annual supply of ti actors has 
increased significantly There were approximately 31,000 ti actors in 
the country according to the 1961 Tractor Census At present there 
are approximately 75,000 tractors m the country The number of 
power tillers m use at the end of 1967 was estimated at about 2,500 

39 As indicated earlier, minor irrigation programmes have assumed 
a new importance m the recent past The ultimate potential through 
minor nngation works is estimated at 36 42 million hectares made up 
of 14 16 million hectares from surface w’ater and 22 26 million hectares 
from ground water resources It is estimated diat an additional area 
of 12 7 million hectares has been achieved during die diree Five 
Year Plans Area plans have also been implemented under which 
electricity is bemg provided to wells and tubewells, and community - 
wells constructed and maintained on behalf of panchayats and co- 
operatives are hired out or sold to farmers Progress made in the area 
irrigated under minor irrigation schemes and die other relevant 
physical achievements are given below 


Table 18 

Progress under Minor Irrigation 


Thousands 


At the 
end of 

Area 
Irrigated 
( Million 
Hectares) 

jXo 

Diesel 

of Pumpsets 

Electric 

State 

Tubcj.ells 

Private 

Wells 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1950-51 

12 90 

66 

19 

3 

21 

N.A 

1955-0 

14 05 

123 

50 

7 

30 

3,642 

1960-61 

14 79 

230 

192 

10 

49 

4,474 

1965-0 

17 02 

465 

514 

12 

113 

5,111 

1966-7 

N A 

525 

652 

13 

147 

5,297 

1967-8 

N.A 

590 

835 

14 

195 

5,494 
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Pattern of Landholdings 

40 Alongside these big changes in the pattern of agricultural pro- 
duction and development, some major changes in the pattern of 
landholding and cultivation have also been noticed, vs hich have a 
bearing on the demand for agricultural credit The last 15 years 
have witnessed a certain degree of progress in land reforms, but this 
has not been either uniform or comprehensiv e In various states the 
enactments and the rules thereunder are themselves defective in the 
sense of having serious lacunas But even where prolusions of lav exist, 
effective enforcement has been lacking m almost all states The present 
position m respect of distribution of landholdings and tenancy reflects 
this situation as also the pressure of population on land While it is 
not our purpose to examine all the related developments in any detail, 
there are tv\o or three significant features to v\ T hich we would refer 
First, there has been a recent trend m the direction of an increase 
in the number of holdings, as may be seen from the data of the 
National Sample Survey shown m Table 19 Thus the total number of 
agricultural holdings increased by more than 4 5 million betas een the 
years 1953-4 and 1959-60 In part, this has resulted from a break-up 
of relatively large holdings vs hose number and area operated have 
shown a decline on account of fragmentation following inheritance, 
impact of land reforms and other factors and m part, from the pressure 
of population on the land and the addition of new holdings 

41 Secondly, the extent of owned area under operational holdings 
has tended to increase while that of the leased-m area has been slightly 
on the decline, as may be seen from Table 20 The proportion of 
operated area vs hich was owned by the cultivators has mcreased to 
nearly 87 5 per cent by 1959-60 from about 80 per cent m i 953 _ 4 
vshile that leased-m has dechned from 20 per cent to 12 5 per cent 
It is also interesting to note that the small farmers generally' tended to 
lease m land more than the big farmers 

42 Thirdly', vshile mixed tenancy' is vsudespread, pure tenanev 
appears to be on the decline For the country' as a vs hole, about 18 
per cent of the area is under mixed tenancy vshile only 4 2 per cent 
is under pure tenancy Of the households, again, vshile 15 per cent 
vs ere mixed tenants, onlv 7 7 per cent vs ere pure tenants Pure tenanev 
was, hovsever, relatively' more widespread among the small farmers 
m certain states such as Bihar, Kerala, Onssa, Tamil Nadu and Uttar 
Pradesh 

Changing Perspective 

43 To sum up, certain recent trends provide a new context in 
vs hich the requirements of agricultural credit have to be assessed 
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Table 20 

Percentage of Operated Area Owned and Lease d-ln by Size -groups of Operational 

Holdings in Rural Areas 


Size-group {Acres) 

Owned Area 

Leased- 

in Area 

Eighth 
Round 
( 1953-4 ) 

Sixteenth 

Round 

(1959-60) 

Eighth 

Round 

(1953-4) 

Sixteenth 

Round 

(1959-60) 

(i) 

( 2 ) 

(3) 

(4) 

(5) 

Less than 1 

71 55 

75 07 

28 45 

24 93 

I 00- 2 49 

73 36 

81 18 

26 64 

18 82 

2 50- 4 99 

74 95 

83 48 

25 05 

16 52 

5 00- 7 49 

78 01 

85 36 

21 99 

14 64 

7 50- 9 99 

79 71 

86 42 

20 29 

13 58 

10 00-14 99 

81 53 

88 06 

18 47 

11 94 

15 00-29 99 

81 11 

88 92 

18 89 

11 08 

30 00-49 99 

79 78 

89 87 

20 22 

10 13 

Abo\e 50 

82 16 

92 33 

17 84 

7 67 

AU sizes 

79 66 

87 47 

20 34 

12 53 


Source The National Sample Sun e> Eighth Round Number 30 — Report on 
Land Holdings (2) and Sixteenth Round Number 113 — Tables with 
Notes on Agricultural Holdings in Rural India. 


and arrangements devised for meeting them First, agriculture is 
becoming increasingly modernized and remunerative, and, over a 
large area, getting transformed from a way of living mto a form of 
business Second, tins involves increasing use of, and hence more cash 
outlays on, improved seed, chemical fertilizer, pesticides and adoption 
of improved cultural practices, and m some areas, a hmited degree 
of mechanization as reflected m the use of power tillers, tractors, 
etc Third, the base of agricultural production is being broadened 
and strengthened through investment m terms of outlays on digging 
of wells, installation and energization of pumpsets, reclamation of 
land, etc Fourth, a large class of middle peasantry (including mixed 
tenants) is coming up which has benefited from land reforms and whose 
holdings are not too small from the point of view of effective adoption 
of the new practices and inputs Fifth, the number of very small holders 
is on the increase w ho ha\ e not onlv problems derived from the current 
non-viability of their units of farming but also difficulties m regard 
to access to credit, supplies, etc Sixth, the area of Indian agriculture 
m which most of the new signs of change and progress arc in evidence 
is restricted to irrigated tracts which, though expanding gradually 
form still only a small part of the cultn ated area, and no real break- 
through m technology has yet been achieved which can appreciably 
benefit the dry- areas It is, therefore, probable that the benefits of the 
new strategy and, as related to them, of various facilities, services and 
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supplies, envisaged under the agricultural programmes, will go to 
those sections of the agricultural population who are well placed in 
terms of natural endowments such as good soil and water or institutional 
or economic advantages, viz , the medium and large farmers in the 
irrigated areas This, in turn, is bound to affect the direction in which 
credit will flow, unless suitable correctives are introduced which, 
among other things, ensure that the better placed cultivators contribute 
more out of their own resources, and borrow less from institutional 
sources, m financing the outlays on their land 

44 Before we proceed to consider the tentative dimensions of the 
probable demand for agricultural credit, it is relevant to refer briefly 
to the effort sought to be undertaken in terms of the agricultural 
piogrammes of the Fourth Five Year Plan as recently presented to 
the National Development Council and Parliament 


Fourth Plan Targets 

45 The mam aims of the Fourth Plan, in the agricultural sector, 
arc to bring about an increase of about 5 per cent per annum for the 
next 10 years m agricultural production and to make it possible for 
all sections of die rural population to participate m this development 
and share its benefits The high-yieldmg varieties and other similar 
programmes are to be expanded in coverage in irrigated areas as also 
in areas of assured rainfall and extended to all odier food crops as 
well as commercial crops The necessary efforts are to be made to meet 
die problems of supply, distribution, credit, plant protection and 
research which arise m dus context Secondly, emphasis will be laid 
on evolving programmes and practices which will not only help increase 
production m the dry areas but also, m both irrigated and dry areas, 
help die small farmer The small farmer is to be enabled to benefit 
from the high-yielding varieties and other programmes through 
appropriate support m terms of inputs and other facilities Both he 
and the agricultural labourer are to be assisted to supplement tiierr 
income dirough ancillary programmes for milch catde, poultry raising, 
pig breeding, etc In so far as the availability of water is an important 
condition for die new varieties as well as for the changed crop pattern 
proposed, sources of bodi surface and underground water arc to be 
fully exploited in an integrated manner The weaker sections generally, 
and small farmers in particular, will have to be assisted through 
special programmes, co\enng, among otiiers, arrangements both for 
institutional credit and state assistance m different directions Enforce- 
ment of tenancy lavs and other measures of land reform is to receive 
special attention m order to ensure a sense of secuntv in d 
and provide lum with a greater mcentn e to increase his 
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46 The most important plank of the new strategy relates to the 
High-yielding Varieties Programme It is estimated that 24 1 million 
hectares or 60 million acres nail be covered under this programme 
by 1973-4 as against the achievement of about 6 1 million hectares 
or 15 million acres m 1967-8 Of the estimated coverage, the largest 
part nail be under paddy and wheat, "which are expected to account 
for 10 1 mikon and 6 1 million hectares respectively and the balance 
under jowar, bajra and maize Apart from seed, the most important 
mput required for this and other agricultural programmes wall be 
fertilizer The consumption of fertilizers by 1973-4 is to go up to 3 73 
million tonnes of Nitrogen, 1 74 million tonnes of Phosphate and 
1 11 million tonnes of Potash as against the estimated consumption 
in 1967-8 of 1 07, o 36 and 0 45 million tonnes respectively In 
financial terms on the basis of the present prices, the proposed targets 
■will together involve an outlay of Rs 1,095 crores on the part of the 
cultivators, as against an estimated ouday of Rs 439 crores in 1968-9 
Of this, the break-up between different categories of areas is as shown 
below 


Table 21 

Estimated Consumption- of Fertilizers in 1973-4 

Thousand Tonnes 


Category of Area 

Jfitrogcn 

Phosphate 

Potash 

H VP 

2187 

972 

729 

Other irrigated 

897 

482 

319 

Ummgated 

649 

281 

57 

TOTAL 

3733 

1735 

1105 


47 Alongside this, a considerable increase in the use of organic 
and green manures is also contemplated So far as rural compost 
production is concerned, the target for 1973-4 has been placed at 170 
million tonnes as against the achievement of about 139 million tonnes 
in 1966-7 The other important programme in this direction is green 
manuring, for the coverage of which a target of 1 3 8 million hectares 
has been set against the anticipated achievement of 8 9 million hectares 
m 1967-8 The urban compost scheme, which is estimated to have 
coNered 2,500 urban centres, is expected to be extended to 500 more 
centres by the end of 1973-4 and help to achieve the target of 6 1 
million tonnes of urban compost production by 1973-4 as against 
4 1 million tonnes m 1967-8 

. WN. 1 ^ 1423 ^ 
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Production Credit 

51 Estimation of the demand for production credit is a difficult 
exercise in view of the many methodological issues 'which it raises and 
the assumptions which require to be made m this regard on the basis 
of the limited data available The questions which arise are mainly 
the following First, ■what are the purposes on which the farmer’s 
outlays are relevant in this context? Second, what are the reasonable 
assumptions which may be made m regard to the size of these outlays 
or the probable trends in their growth? Third, how much of these 
outlays is hkely to need to be financed by credit? 

52 From the point of view of the cultivator, all outlays may be 
relevant as occasions for credit, since many of them have to borrow 
for several purposes such as household expenditure, ceremonial expendi- 
ture, repayment of prior debts and so on It is also hkely that, for a 
large number of small cultivators, the expenditure on current consump- 
tion — maintenance of the family — is almost indistinguishable from 
production outlays m so far as they depend for then farm operations 
on then ovm labour and that of then families It is, however, practically 
impossible to make any estimates of general validity about family 
expenditures or, if they are made, to arrive at the probable credit 
requirements on then account or, if they are arrived at, for institutional 
credit to seek to meet them m full It is true that there is a substantial 
element of credit which may be looked upon as a ways and means 
accommodation connected 'with production activity and can be 
distinguished from credit for special purposes such as expenses on 
marriages and other ceremonies The latter too, of course, are needs 
that have to be provided, this bemg done through some suitable 
arrangements which will be based, on the one hand, on an effort 
to help the cultivator to save for such emergencies and, on the other, 
on promoting economy m such expenditure At the same time, given 
the overall scarcity of resources with which to operate the credit system 
and the consequent need for a proper order of priorities, and the 
difficulty of arriving at a realistic estimate of the needs of different 
categories of family expenditure, we would prefer to concentrate here 
on expenses connected intimately with agricultural production as 
such which, m the case of small farmers, would mclude some part of 
consumption expenditure 

53 Short-term credit required for agricultural production ma) 
be considered as comprising two parts One of these is related to culti- 
vation operations on the traditional plane and consists of requirements 
in cash rather than fund The other part is concerned with modern 
methods of cultivation which involve outlays on inputs such as improved 
seed, fertilizer and pesticides, apart from some cash expenditure 
incidental to these practices So far as the traditional operations arc 
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and pardy because of the costs involved and the possibility of loss 
Further, it is felt that the advice in regard to inputs is sometimes 
based on insufficient practical experience, especially where the exten- 
sion authorities are not equipped to relate their recommendation 
specifically to the soil conditions of the cultivator’s holding The 
relevance of the recommended dosages has also been particularly open 
to doubt in those areas to which the High-yielding Varieties Programme 
has been extended in an anxiety to expand its coverage and to spread 
it over many districts even though such areas are not suitable from the 
point of view of soil conditions and availabhty of irrigation facilities 

56 Accordmg to the Study on the Use of Fertilizers and Manure 
m Agricultural Production made by the Programme Evaluation 
Organisation of the Planning Commission m 1967, the mam reasons 
mentioned by paddy growers m Package and non-Package districts 
for the failure to use fertilizer on the entire crop area were lack of credit, 
unsuitability of soil, lack of nxigation and lack of conviction While 
unsuitability of the soil or lack of irrigation was mentioned as one 
of the reasons throughout the irrigated paddy area, it was also found 
that about 40 per cent of the growers of irrigated paddy m intensive 
development areas and 16 per cent m other areas did not use chemical 
fertilizer on their entire crop area as they -were not convinced that 
it was necessary for improved crop growth or yield Other reasons for 
the failure to use fertilizer, which were mentioned by the cultivators, 
were the lack of timely supply, use of green leaves or compost, non- 
availability of supply from the landlord, the practice of raising fodder 
crops and the fact that several others did not use fertilizer It was also, 
in a large number of cases, reported by the growers that they did not 
even know the doses of fertilizer which had been recommended for 
application to their important crops 

57 Field studies conducted at our instance by the Division of 
Rural Surveys of the Reserve Bank of India revealed similar experience 
m the areas covered by such studies Table 23 shows the proportion 
of cultivators using fertilizers and the proportion of cultivated area 
covered by fertilizer m the 14 selected villages of the seven I A D P 
districts m winch the investigation was conducted 

58 It is found that the proportion of cultivators using fertilizer is 
impressively high m one village each in Ludhiana, Mandya, Shahabad 
and Thanjavur but less than 60 per cent of the total in 8 of the 14 
selected villages Similarly, the proportion of acreage covered by 
fertilizer is less than 60 per cent m 10 out of the 14 villages The use 
of fertilizer was found to be relatively less common among the small 
cultivators The mam factors mentioned as responsible for the failure 
to use fertilizer or to use the full doses of fertilizers recommended were 
(1) lack of irrigation facilities, (zz) lack of guidance in the application 
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of fertilizers, (ni) unsuitability of soil, (tv) unsatisfactory arrange- 
ments for distribution, (v) tendency to sell away in the black market 
the fertilizers which had been obtained by way of the component in 
kind of co-operative credit, (vi) the small size of landholdings which 
made it difficult to undertake such costly outlays and (vn) scarcity of 
fertilizer 

59 The studies conducted by the Agro-Economic Research 
Centres into the working of the High-yielding Varieties Programme 
also show ed a large degree of unevenness m the matter of use of ferti- 
lizers The position as emerging from the studies for khanf 1 966-7 
was that, generally, the participants had used much low er doses than 
those recommended In Cuttack only 50 per cent of the participants 
had used up to 80 per cent of the recommended doses In Krishna, 
the average level of application was roughly 38 per cent of the recom- 
mended doses whde in Mehsana it was about 40 per cent It was 
only in Emakulam that over go per cent of the recommended doses 
was found to have been used In Kamal, according to a study of the 
HVP bajra programme in 1968, most of the cultivators had not 
applied the recommended doses as diey were considered to be too 
high In Raipur the experience was similar, the rate of application 
being a quintal of ammonium sulphate per hectare, as against 5 
quintals recommended for Taichung Native I The rate of application 
of phosphate, again, fell short of the recommended dose This was 
also true of some other districts investigated such as Amritsar, Sangrur 
and Sibsagar The inadequate use of fertilizer was attributed to (i) the 
lack of sufficient credit, (ti) non-availabihty of supply in time, (tit) the 
farmer’s apprehension that the use of the full dose recommended might 
make the soil less fertile, (id) the fears that excessive manuring might 
result m luxurious growth of plants and lodging and hence low produc- 
tion and (0) high prices of fertilizer 

60 More recent studies conducted at our instance by officers of 
the Agricultural Credit Department of the Reserve Bank m selected 
districts also confirm these trends In Bhandara, on the basis of such a 
study, it was found that the cultivators w ere reluctant to use fertilizer 
to the extent of the recommended doses either because rainfall was 
uncertain and irrigation inadequate or because they -were small holders 
whose major interest was not cultivation Even the participants in the 
Package programme, according to a survey conducted in the district, 
used less than 50 per cent of the recommended doses A survey of 13° 
holdings supported with irrigation facilities showed that in about 25 
per cent of the cases the reason given for the shortfall in the use of 
fertilizer was that it would affect the fertility of the soil and the yields, 
whde madequate irrigation was the reason given m about 40 per cent 
of the cases In a stud) m Punjab in Sangrur district, the utilization 
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of fertilizer w is csuimtcd at Go to G5 per cent of the recommended 
do'cs which were considered In t!ie average cultivator, who was 
cmit’otis and comcrvam* , as hem" rather on the high side for the type 
of soil which chained m the distrut The large cash outlay needed 
for the rcci nanended dosrs a ho contributed to this Sometimes the 
rcTucia .cc to u'e firuh-cr resulted from the fict that the type of ferti- 
lizer which w is prewired In tin cultivator m a particular area was 
1 ot avubblc there m time, as is s ud to have happened, for example, 
with C \ \ which was verv much m demand in Punjab In the 
Dii^g -’rc"> of M >ah\ a Pradesh, the lifting of fertiliser was affected by 
sc arena rordu.o 's rad fertilisers were not drawn bv 30 to 4 o per cent 
of the cuPivnc'S earn in arc is where there was irrigation 

61 It a- ill thus be seen that a aancta' of circumstances accounted 
r or the recommended doses of fertilizers not being used to the full 
extern In the cultivators To recapitulate, the mam factors arc (1) the 
tmsuitabihtv of the recommendation with reference to the soil con- 
ditions in the particular area, (if | the failure of the cultivator to be 
convinced tint the recommended dosage was appropriate and Ins 
suspicion that it might he excessive and lienee damage the crop or the 
soil, (in') the non-aa. •’liability of adequate and timely supplies of the 
tape of fertilizer a Inch is preferred, (u>) the financial risks involved 
m undcrtal ing large outlaas on fertilizer m the context of uncertainty 
concerning the trend of agricultural prices on the one hand and the 
probable level of om-tum on the other, and ( v ) the lack of irrigation 
In taling a view of the future, however, one may assume that, as 
v cars pass and experience is gained, there will be a general improvement 
in all these respects, though the extent of it in each direction can be 
judged onl) with reference to local conditions Thus it is not un- 
reasonable to hope, for example, that the extension organization will 
be able to relate its recommendations more closely to the conditions 
in individual areas, that cultivators will be gradually convinced of 
the correctness of the advice of the extension agency on the basis of 
their own o- pcncncc, at least m the areas where high-yielding varieties 
arc being raised, that more fertilizer will be available and that it will 
be better distributed 

Dependence on Credit 

62 After one arrives at some estimate of likely outlays on fertilizer 
and other inputs and the related cash outlays, with due allowance 
for the factors mentioned above in the circumstances of each area, 
one has nc> t to determine how much of these outlays can be expected 
to be met from own resources and how much will need to be financed 
by credit To determine whether certain inputs have been paid for 
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m actual fact by cash or credit is difficult Though in some cases the 
cultivator might have paid cash to the co-operative or other distributor 
for his purchase of fertilizer, he might hate borrowed the required 
cash from elsewhere Further, m some cases, he might hate preferred 
to tale the fertilizer on credit and spend his otvn monev for some other 
purposes for which he tvould otherwise hate borrowed Or again, 
he might have taken fertilizer on credit only because that was the 
only form m t\hich credit was atailable to him and the alternant e 
tvould have been to go without credit to that extent Some rough 
indication is hotvever available from the studies conducted for the 
Committee both m the I .A D P districts and H V P areas m selected 
districts, m regard to the manner m t\ Inch farm oudavs tvere financed 

63 The data on the sources of finance for current farm expenditure 
m the selected villages according to the m\ estimation conducted m 
the I A D P districts by the Economic Department (Division of Rural 
Surveys) of the Resen e Bank are given in Table 24. It is obsen ed that 
‘ own ’ funds v ere a major source of finance for participants as veil 
as non-participants in the majority of Milages 

64, A similar picture is presented by the H V P studies referred 
to earlier, as may be seen from Table 25 which indicates the source 
of finance for current farm expenditure as shown by tins investigation 
It will be observed that ‘ own ’ funds uniformly accounted for a large 
proportion of the total current farm expenditure m the case of the 
crops sowm with local varieties by both the cultivators participating 
m the programme and non-participants, the proportion being m no 
case lover than 67 per cent The proportion of borrowings to total 
expenditure was, howet er, higher for the outlay on the high-yielding 
varieties m most of the districts, as compared with the borrowings 
for other varieties Even so, * own ’ funds v ere important as a source 
of finance e\ en for H V P m Emakulam, Kamal, Melisana and 
Thanjavur, not being less than 78 per cent in any case Even in 
Aligarh and Krishna, ‘ own ’ funds prowded the major source of 
finance Only in Cuttack and Kolaba, vhere co-operative credit was 
important, did borrowings account for a major part of the current farm 
expenditure 

65 It is also relevant to consider here how far the outlay's on 
seed, fertilizer and pesticides v ere themselves financed from these 
different sources The relevant particulars in regard to source of finance 
for expenditure on seed, chemical fertilizers and pesticides so far 
as HVP participants are concerned are given m Table 26 
It is observed that the dependence on borrowing vas somewhat 
larger m the case of inputs for high-yieldmg crops than for total current 
farm expenditure as indicated by Table 25 "While the seeds of other 
varieties vere generally' purchased by' the cultivators from their ‘own 
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Birbhum 2,646 1,195 — 1,451 — — 12,707 4,316 — 8,391 

haranpur 534 534 — — — _ 4,722 553 711 3,401 
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resources, it vas only in Cuttack, Kolaba and Krishna districts that 
co-operative credit was the source of finance for a large portion of the 
expenditure on seed Government provided seed on credit to a signi- 
ficant extent in Birbhum In other districts, even the high -welding 
varieties of seed were purchased by the cultivators largely from their 
c own ’ resources The dependence on institutional borrowings was, 
however, slightly greater in the case of fertilizers and pesticides, as 
the proportion of expenditure financed by co-operatives was larger 
for fertilizers and pesticides than for seed In Aligarh, Cuttack, Kolaba, 
Krishna and Mehsana districts the co-operative and government 
agencies together financed more than 50 per cent of the current farm 
expenditure on fertilizers The corresponding proportion was cent per 
cent in Kolaba, 84 per cent m Cuttack and 75 per cent m Mehsana 
66 In considering the available data winch are not however 
very conclusive, one has to take mto account the fact that these surveys 
were conducted in the first two seasons of the High-yielding Varieties 
Programme During this stage, on the one hand, the response of the 
cultivators uas slow and halting, and on the other, the institutional 
arrangements for credit, supplies, etc , were in many cases not yet 
properly estabhshed or set in motion There is a point of view that, 
even if the dependence on borromngs at the early stages of the pro- 
gramme was negligible, this may not be true of the future trends for 
more reasons than one For one thing, as the programme gathers 
momentum, the medium and large cultivators may bring an increasing 
part of their holdings under the H V P and also use a larger proportion 
of recommended doses of fertilizer, etc , than they did at an earlier 
stage For another, the cultivators who might be entering the pro- 
gramme at later stages might be using a larger dosage of inputs than 
those who came mto the programme m the earlier years Further, a 
large proportion of the new entrants to the programme may come from 
the ranks of medium and small cultivators who generally depend 
more on credit, unlike the pioneering participants who were draivm 
largely from the bigger cultivators These factors suggest that as the 
area under the programme expands, the demand for credit will tend 
to increase more than proportionately Ultimately therefore, the extent 
to which these programmes throw up a demand for credit will depend 
upon the extent to v hich recommended doses of fertilizer come to be 
used and the extent to in hich the participants can depend on their 
own resources for financing these outlays , these latter, m turn, will 
depend on the proportion of participants drawn from different classes 
of cultivators 

67 The available data, as given earlier for the country as a whole, 
show that only a htde over one half of the cultivators reported an) 
borrowings in 1961-2 Both the proportion of borrowing families and 
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die quantum of borrowings arc howc\cr found to be lower in states 
such as \scim, Bihar and Orissa where the intensification of agriculture 
has made rehti\cl\ poor progress as compared with the levels m other 
states It is not unreasonable to assume that, with the raising of agri- 
culture to a higher plane of technology which involves the use of inputs 
to be paid for m cash, more of the cultivators will need to borrow 
and demand for credit will also rise steadily On the other hand, to 
die (Meat that the higher incomes anticipated from lugh-yiclding 
\anctirs materialize, the demand for credit w'lucli may present itself, 
c\en if mitialh 1 lrge, should decline after a few years, as such incomes 
should proeide the surpluses fiom which to finance the outlays on the 
new input* \t the same time, the quantum of borrowing will increase 
in absolute terms, since a progrcssiec farm, like any growing business, 
will need additional finance for investment on development as well 
as expenditure on current operations 

68 How the demand for credit wall develop during the Fourth 
Plan period will depend upon a number of factors which arc of varying 
degrees of uncertamtx Nevertheless, it is pbssiblc to set down some 
general considerations Firstly, what is important from the point of 
\ lew of police’ is not a global estimate of all types of credit requirements 
for all cultivators but rather an estimate which is rclatablc to agri- 
cultural production generally and to modern inputs and improved 
practices in particular Tor the small cultivator this would also include, 
as we ha\c said earlier, an element of consumption expenditure The 
other requirements of the cultivators may be large as well as important 
but, gi\cn the overall scarcity of resources, it is necessary to have an 
order of priorities and to ensure that preference is given to the require- 
ments arising under the programme of development 

69 Secondly, there arc so many imponderables and variables 
(including the cultivator’s response) involved m an exercise of this 
nature that the smaller the area for which an estimate is attempted, 
the more meaningful and useful is it likely to be Not only do conditions 
differ greatly from state to state and area to area, but data are not 
available in the requisite detail Realistic assumptions can therefore 
be made only for relatively small areas 

70 Thirdly, the rate at which the agricultural programmes gather 
momentum cannot be forecast with any reasonable degree of certainty 
as that w'ould depend partly, on the impact of the inputs and new 
techniques on the cultivator and partly on the degree of success achieved 
m making appropnate organizational arrangements There are also 
natural factors such as rainfall which are not predictable 

71 Fourthly, while it is quite legitimate to assume that, with 
progressive institutionalization and emphasis on production purposes, 
an increasing portion of the credit will be in hind or be otherwise related 
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to inputs, this itself would depend very much on how the programme 
develops in such aspects as die availability of irrigation, progress of 
extension, assurance of supphes and many other factors outside the 
province of credit 

72 Fifthly, if the High-yielding Varieties Programme does justify 
itself m terms of substantially increased production and expanded 
incomes, the resources of those cultivators who raise these varieties 
should be expected to increase sufficiendy from year to year to lead to 
a progressn c reduction m their dependence on borrowings Production 
credit requirements may nevertheless continue to be high if these 
larger incomes are not used for current production oudays, but for 
investment on the farm or in machinery, etc , or on consumption 
expenditure 

73 Sixthly, as between different classes of cultivators, the bigger 
the cultivator, the more is it likely that his need for credit is occasioned 
by the use of modernized inputs It is not therefore unreasonable to 
assume that there is a section of cultivators belonging to the upper 
strata who require to borrow mainly in kind or for the purchase of 
fertilizers and pesticides The demand for credit for cash outlays (for 
traditional inputs and for maintenance) which may be relatively less 
significant for these cultivators, is likely to be proportionately more 
significant as die size of holdmg declines 
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1 t follow s from what has been said m the last chapter that any estimate 
of the requirements of agricultural cicdit over the next five years is 
subject to certain major limitations It is also clear that any such esti- 
mate, ho\\c\cr conservatively conceived, is hhely to be substantially 
in excess of the resources m sight for institutional credit It would 
therefore only be practical wisdom to confine the estimates to the 
strict requirements of agiicultural production, togethei with a reason- 
able element for expenditure on maintenance for small cultivators 

Earlier Estimates 

2 We shall first refer to the work done foi the estimation of demand 
for credit by a Working Group set up by the Agricultural Production 
Board of the Government of India in 1965 specifically to go into the 
question of credit needs for agnculturc during the period of the Fourth 
Plan as previously envisaged, viz , from 1966-7 to 1970-71 

Working Group 

3 Table 1 summarizes the Group’s estimates in regard to total cash 
requirements for short-term agricultural purposes, the proportion 
likely to be met by borrowings and the quantum of credit needed by 
agriculturists in 1970-71 (The estimates m regard to medium-term 
and long-term credit are discussed later ) 

Economists’ Panel 

4 The Special Committee on Co-operation of the Agncultuial 
Production Board of the Government of India considered these esti- 
mates subsequently and suggested that before adoption they should be 
reviewed by a Panel of Economists Accordingly, a Panel of Economists 
headed by Prof M L Dantwala went into the estimates and suggested 
the following modifications in the methodology of the Working Group 

(1) Allowance should be made for the value of payments made in 
kind to annual or peimanent farm servants m determining the cash 
expenditure on this account 

(«) The proportion of 70 per cent assumed to be financed by credit 
m the case of improved inputs is excessive and may be reduced to 
one half of the investment required 

81 
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Table 1 

Short-term Agricultural Credit Requirement* 

Rs Crortj 


Item 

Total Cash 
Requirements 
in 1970-71 

Proportion 
of Credit 
\Per cent) 

Credit 

Requirements 
ir 1970-71 

(i) 

(2) 

(3) 

(4) 

\ Traditional 




'W age? for hired labour 

650 

40 

260 

Seeds 

173 

40 

69 

Manures 

149 

40 

60 

Fodder 

378 

40 

151 

Other materials 

17 

40 

7 

Hire of implements and bullocks 

26 

40 

10 

Maintenance and repair of imple- 




ments and machinery 

30 

40 

12 


1,423 


569 

B Improved 




Seeds of nc\s varieties 

56 

70 

39 

Fertilizers 

522 

70 

365 

Pesticides 

72 

70 

50 

Cost of fuel and lubricants for median- 




lzed cultivation 

180 

40 

72 

Fuel, lubricants and electnat) charges 




for irrigation 

27 

40 

11 


857 


537 

TOTAL A &. B 

2,280 


1,106 


(iii) The average size of farm which has been assumed as io acres 
in calculating the per acre cash expenditure on traditional inputs 
seems to be rather high 

(w) Since a major portion of the borrowed funds is spent on family 
expenses, as brought out by a number of field surveys, it will be 
desirable to male some provision for this purpose m working out 
the credit needs of farmers 

(r) The basis of the assumption that 40 per cent of the total cash 
requirements on traditional inputs would need to be financed 
through credit is not clear 

5 The Economists’ Panel adopted two approaches for arriving 
at the probable credit needs of agriculturists Under the first, credit 
requirements is ere assumed to bear a certain relationship to die value 
of agricultural produce Accordingly, the Panel applied the ratio of 
borrowings to the value of net agricultural produce in 1961-2 to the 
estimated \aluc of agricultural produce in 1966-7 and 1970-71 at 
1965-6 prices Under the second method, per acre borroiwngs is ere 
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multiplied by the estimated net acreage under cultivation m 1966-7 
and 1970-71 and the estimates so obtained were then inflated by 25 
per cent to allow for the increase in price level between 1961-2 and 
1966-7 Under each of these methods, again, two sets of estimates were 
made in one, the entire borrowings for household expenditure were 
/taken into account m addition to the borrowings for current expenditure 
in farm and non-faim business and m the other, only 75 per cent of 
the borrowings for the household expenditure were taken into account 
in addition to those for farm and non-farm business The Economists’ 
Panel presented, accordingly, four estimates m regard to short-term 
credit requirements of agriculturists which are shown below along 
with those of the Working Group 


Table 2 

Estimates of Short-term Credit Requirements for Cultivating Households in 1970-71 

Rs Crorcs 



Method of Estimation 

Estimate of Credit 
Requirements in 
1970-71 

Estimate of the Working Group 

Estimates of the Economists’ Panel 

1,106 

Method No 1 


A. 

Total borrowings for current expenditure m farm and non-farm 
business and household expenditure 

1,228 

B 

Total borrowings for current expenditure m farm and non-farm 
business and 75 percent of the borrowings for household expenditure 

1,011 

Method No 2 


A. 

Total borrowings for current expenditure m farm and non-farm 
business and household expenditure 

1,341 

B 

Total borrowings for current expenditure in farm and non-farm 
business and 75 per cent of the borrowings for household expendi- 
ture 

1,174 


The various estimates shown above cannot be direcdy compared as 
they are based on different sets of data as well as assumptions To cite 
one basic difference, the Working Group’s estimates are based on the 
expenditure approach, while those of the Economists’ Panel rely on 
the borrowing data 

6 The Fertiliser Ciedit Committee (1968) has placed the credit 
needs at the farmer level, for fertilizer alone, at Rs 520 crorcs m 
1970-7! arriving at this estimate, the Committee took into account 
the probable trends in fertilizer consumption m all areas and, in 
particular, the accelerated pace which might be assumed in areas 
co\ cred by the High-yielding Varieties Programme and other pro- 
grammes of intensive agricultural operations 
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7 It would be useful to have a fresh look at the earlier estimates 
of the demand for agricultural credit Firstly, the new agricultural 
strategy based on the cultivation oflugh-yielding varieties and involving 
sizeable cash outlays on improved seed, chemical fertilizer, pesticides, 
etc , itself justifies a review of earher estimates as the aggregate size 
of farm outlays and, as related to it, the volume of demand for credit 
are likely to go up appreciably Secondly, the time schedule of the 
Fourth Plan has been changed and now comprises the five years from 
1969-70 to 1973-4 Thirdly, available data on the agricultural pro- 
grammes of the re-scheduled Plan suggest that the volume of farm 
expenditure will, in the aggregate, be much largei than previously 
contemplated This itself will call for a review of the requirements of 
credit 


Production Credit 

8 While, for the reasons already mentioned, a projection of die 
total demand for agricultural credit in terms of 1973-4 can only be 
a rough guess based on many assumptions, the task of formulating 
such an estimate has been facilitated by the exercises done in the 
Planning Commission in connexion with die Fourth Plan Based on 
these, the probable area under cultivation in 1973-4 categorized 
under HVP, non-H V P irrigated and unirrigated is as shown in 
the following table 


Table 3 

Estimated Area u\t>er Cultuatiov in 1973-4 


Category 

Area m 2\Iilhon 
Hectares 

Area in Million 
Acres 

(i) 

(2) 

0) 

HVP 

24 

60 

Non-H V P irrigated 

28 

69 

Ummgated 

119 

293 

TOTAL 

171 

422 


9 Having regard to the broad crop pattern likely to be adopted 
in these three categories of areas and the total quantum of fertilizers, 
seeds and pesticides which, m relation to such a pattern, would be 
required b) the end of the Fourth Plan, we have worked out the total 
credit requirements for each type of area by estimating, firsdy, the 
kind component (which itself may be spht into credit requirements 
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for fertilizers seeds and pesticides) and secondly, the cash component 
The assumptions made and die method adopted in this exercise arc 
bricfh. discussed below 


Kind Component 

10 It is estimated that fertilizers w'oitli Rs 641 croics would be 
required m H V P areas, Rs 277 crorcs m non-Ii V P irngated, 
and Rs 177 crorcs m unnrigatcd aicas piovidcd the entire area 
brought under II Y P for ccicals consumes the whole of the fcrtihzers 
apportioned to it, at the recommended scales per hcctaic However, 
as indicated cailicr, the cultivatois m many programme aicas aie 
at present found to be using much less than the lccommcnded doses 
of fertilizers E\en if it is assumed that o\cr the period of the Fourth 
Plan, die cultivators will become more responsive to the use of ferti- 
lizers and more convinced of the need to use the larger doses prescribed 
b\ the c' tension authorities, it is doubtful if the entire doses recom- 
mended will be used even by 1973-4 It may accordingly be assumed 
that die actual consumption m the H V P areas will, at best, be 
90 per cent of the estimated lcquircmcnts referred to above The 
balance of 10 per cent, in our view', will find its way to the non-H V P 
irrigated areas where both coverage and dosage for purposes of ferti- 
lizer usage have been depressed in w'orkmg out the fertilizer require- 
ments Tor instance, it has been assumed that only about 75 per cent 
of the area under pulses, sugarcane and cotton and 50 per cent in die 
ease of crops other than ccicals and oil seeds, will be coveicd by 
application of fertilizers Again, the dosage of fcrtihzers taken foi crops 
m these areas is about one-third of those recommended for H V P 
areas On this basis, the value of fertilizers which will go to H V P 
areas and non-H V P irrigated areas is hkcly to be Rs 577 crores 
and Rs 341 crorcs respectively In die case of the umrrigated aicas, 
the value of fertilizers hkcly to be used has been retained at Rs 177 
crorcs Having determined the quantum of fcitihzers which will be 
consumed in different areas, the next step is to find out die extent to 
W'hich the outlay on this input will be met by borrowings Here, we 
assume that, on an average, the cultivator would need credit up to 
60 per cent of the value of fertilizers used in H V P areas, 50 per cent 
in non-H V P irrigated areas and 80 per cent in umrrigated areas 
In making these assumptions, we have been guided by three consi- 
derations (1) diat, of die acreage under high-yielding varieties, a 
sizeable part will be accounted for, by 1973-4, by farmers who will 
have reached a stage of self-financing to a substantial extent, («) that 
the cultivators of umrrigated areas will, by and large, not command 
‘ own ’ resources of any significant volume and will, therefore, need 
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to rely, proportionately, more on borrowing for the costlier inputs, 
and (hi) that the cultivators raising commercial and other established 
crops (other than high-yielding varieties) on irrigated areas will 
not need much support by ivay of credit for their purchase of in- 
puts and may, m fact, depend even less on credit than the H V P 
category 

11 It is assumed that it is only in H V P areas where hybrid 
and exotic varieties of seeds are required that the cultivators will have 
to be supplied with this input on credit. In other areas, on past ex- 
perience, the farmers may be expected to make their own arrangements 
for obt ainin g the supply of local strains of improved seeds or draw on 
their own. harvest for seed of traditional strains On the basis of the 
value of high-yielding seeds required per acre, the value of seed re- 
quirements can be placed at Rs 164 crores Here again, it is assumed 
that the cultivators mHVP areas would have to purchase only up 
to 90 per cent of their requirements The balance of 10 per cent can 
be expected to come from their own seed supply accumulated over 
the years or seeds grown in them own fields For the 90 per cent of the 
seed requirements, it is assumed that the cultivators would need to 
borrow only up to 67 per cent or two-thirds of their requirements 
The credit part for seeds mHVP areas is, therefore, assumed to be 
Rs 99 crores 

12 It is estimated that the credit requirements for pesticides for 
the whole country wall be m the region of Rs 70 crores in 1973-4- 
Considermg that H VP areas require a relatively larger share owing 
to the higher susceptibility of the high-yielding varieties to pest-attack, 
it is assumed that about Rs 30 crores w orth of pesticides wall be obtained 
on credit in the H V P areas In non-H V P irrigated areas and 
ururngated areas, it can be assumed that the credit requirements 
on account of pesticides wall be Rs 25 crores and Rs 15 crores 
respectively 


Cash Component 

13 In arriving at the quantum of credit to be given m cash, it has 
been assumed for the limited purpose of this exercise that cultivators 
with holdings of more than 20 acres may not need anv credit for cash 
expenses The seventeenth round of the National Sample Survey 
showed that about 36 per cent of the total cultivated area was made 
up of holdings of more than 20 acres each With the implementation 
of land reforms and further subdivision on account of inheritance, 
sale of land, etc , the proportion of such areas is likch to come down 
to about 33 per cent or one-third of the total area In working out 
the cash requirements, therefore, one-third of the acreage of each 
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categon , 1 c , H V P , non-H V P irrigated and umrngatcd, has been 
excluded l'or the balance of the area, the cash requirement has been 
placed at Rs 100 per acre for paddy and wheat and Rs 80 per acre 
for other cereals m H V P areas In non-H V P irrigated aieas, the 
cash component has been placed at Rs 60 per acre for sugarcane and 
Rs 45 per ncic for other crops In umrngatcd areas, the credit 1 equip- 
ment m cash has been taken as Rs 30 per acre uniformly foi all crops 
14 The total production credit requirements of agncultuusts in 
1 973— q on the basis of the foregoing assumptions work out to Rs 2,000 
crores as shown m Table 4. It will be seen fiom this table that the 
kind component of the total credit in H V P. areas is considerably 
higher than the cash component This, in our view, is as it should be, 
having regard to the emphasis on the full use of the recommended 
critical inputs for the success of the programme In non-H V P irri- 
gated areas, the kind and cash components arc more or less the same 
On the other hand, in ummgated areas, the proportion of cash and 
kind is roughly 4 1, in keeping with the low r consumption of chemical 
fcrtilwcrs in these areas and also the piacticc of obtaining the credit 
requirements mostly in cash The kind component for the cultivator 
in High-yielding Varieties Programme areas is seen to be Rs 79 per 
acre In the other two categories, average requirement works out 
to Rs 29 per acre and Rs 5 per acre respectively Taking kind and 
cash components together, the per acre credit need on the average works 
out to Rs 1 41 m H V P areas, Rs 60 in non-H V P irrigated areas 
and Rs 25 in unirrigated areas 

Investment Credit 

15 In India, capital investment in land is of paramount importance 
Considering that there is not much scope in the country for increasing 
agricultural production by bnnging more land under cultivation, 
efforts will have to be directed more towards increasing the yield on 
land already under cultivation While, in the short run, application 
of inputs like better seeds, fertilizers, etc , can to some extent help 
in this direction, it is only through permanent improvements in land 
and additions to farm assets that production potential can be appre- 
ciably stepped up It is, however, common knowledge that adequate 
finance is not forthcoming for investment purposes Although much 
progress has been made in providing institutional credit to agriculturists 
for meeting current cultivation expenses, especially smee the beginning 
of the First Plan, the institutional credit available for financing invest- 
ment in agriculture is still grossly inadequate in relation to the potential 
that exists in the country This is particularly true of areas where co- 
operative land development banking has not made much headway 
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Lstimate of Short-term Agricultural Credit Requirements in 1973-4 
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1 6 The major purposes for which capital expenditure in agriculture 
will be necessary arc purchase of land , purchase of land rights , 
reclamation of land , bunding and other land improvements , con- 
struction and repair of wells , development of other irrigation resources , 
orchards and plantations , purchase of agricultural implements, 
machinery, transport equipment, etc , construction of farm houses, 
catdc sheds, etc , purchase of livestock and other capital expenditure 
in farm business 

17 According to die data of the All-India Rural Credit Survey, 
the average capital expenditure on items pertaining to agriculture 
per cultivating family was Rs 181 in 195 1-2 About 17 per cent of 
such expenditure was on the purchase of land, 38 per cent on the 
purchase of livestock and the remaining 45 per cent or Rs 82 per 
cultivating family on odier items of capital expenditure The more 
important of die other items were the purchase of implements, machi- 
nery and transport equipment and digging and repair of wells 

18 The Rural Credit Follow-up Surveys conducted by the Reserve 
Bank b etween 1956-7 an d iq^q- 65 showed dr atr~by find iarffi, the 
magnitude ot investment in agriculture pei TarmeWiad not gone up 
From the comparable data available for 27 districts it was seen that 
the capital expenditure in agriculture per cultivating family had 
actually declined in 16 districts, as compaied to 195 1-2 Even in the 
remaining 11 districts where the capital expenditure had shown an 
increase, the real rise in investment in agriculture could not have been 
significant if the rise in prices between these years was taken into 
account Again, a large part of the annual capital ouday in agriculture 
being generally for repairs and maintenance, die amount spent for 
raising the productivity of land might not have been appreciable 

1 g That die position m regard to investment m agriculture was 
far from satisfactory even a decade after the Rural Credit Survey 
was borne out by the All-India Rural Debt and Investment Survey 
m 1961-2 This survey disclosed that t he total capital cxp emfetmT: 
on farm business of all the cultiv ator households was of th order of 
Rs 6 26 jnmes ?3hu-aft-aVerage die capital expenditure orTagnculture 
per^ctiitivating household was Rs 124 m 1961-2 as compared to Rs 181 
in 1 95 1-2 The dechne m the capital formation during this decade 
was probably due to die transitional effects of the period of uncertainty 
associated with the enforcement of land reform measures in various 
states which generally sought to give some rights to the tenants without 
actually making them legal owners Accordmg to this survey, about 
33 per cent of the total capital expenditure on farm business of culti- 
vator households was financed through borrowings The proportion of 
capital expenditure on individual items of farm business financed 
through borrowings may be seen from Table 5 
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Table 5 


Capital Expenditure on Farm Business and Proportion Financed from Borrowings 

(1961-2) 


Item 

Proportion of 
Cultivator 
Households 
Reporting 
(Per cent) 

Share in 
Total 
Expen- 
diture 
(Per cent ) 

Aggre- 
gate 
Expen- 
diture 
(Rs Crores ) 

Average 
Expenditure 
per Culti- 
vator House- 
hold (Rs) 

Expenditure 

Financed 

from 

Borrowings 
(Per cent) 

(1) 

(2) 

( 3 ) 

( 4 ) 

( 5 ) 

(6) 

Purchase of land 

1 9 

18 8 

117 7 

23 4 

42 9 

Purchase of land rights 

0 3 

0 9 

5 9 

1 2 

39 6 

Reclamation ofland 

2 2 

2 9 

18 2 

3 6 

28 0 

Bunding and other land 
improvements 

14 7 

8 9 

55 9 

11 1 

20 5 

Wells 

2 4 

7 1 

44 7 

8 9 

37 4 

Other irrigation resources 

1 5 

0 9 

5 6 

1 1 

20 0 

Orchards and plantations 

1 2 

1 1 

6 9 

1 4 

21 3 

Agricultural implements, 
machinery, transport 
equipment, etc 

34 8 

11 4 

71 2 

14 1 

24 9 

Farm houses, gram golas 
and cattle sheds 

6 2 

2 9 

18 2 

3 6 

14 4 

Purchase of livestock 

21 7 

44 4 

278 0 

55 2 

35 0 

Other capital expenditure 
in farm business 

0 5 

0 6 

3 7 

0 7 

17 8 

TOTAL 

55 5 

100 0 

626 0 

124 3 

33 1 


It can also be seen from the table that the total borrowings of cultivator 
households for capital expenditure on farm business was of the order 
of Rs 207 crores in 1961-2 

20 The Working Group of the Agricultural Production Board 
to which a reference was made earlier m this chapter, had gone into 
the question of credit needs for agriculture during the period from 
1966-7 to 1970-71 The estimates made by this Group in regard to 
the total medium-term and long-term finance needed for agriculture 
and also the extent to which it would be met by borrowings, cover 
four types of investment finance under medium-term and six under 
long-term credit These are summarized m Table 6 The Economists’ 
Panel, which considered the short-term credit estimates made by the 
Working Group also went into the medium and long-term credit 
estimates of the Group and found them, by and large, satisfactory 

21 The Technical Committee on Long-term Credit constituted 
bv us also had occasion to consider these long-term credit estimates 
"While broadly agreeing with the general approach which had been 
adopted, the Committee felt that the Group had not taken into account 
the long-term credit requirements arising from certain schemes which 
had come up lately, c g , construction of check bunds for conservation 
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Taels 6 


Working Group’s Estivates of Medium-term and Long-term Credit Requirements 

Rs Crorcs 



Total Finance 
Required during 

Proportion 

Credit Requirements 
during 


1970-71 

1966-7 

to 

1970-71 

of Credit 
(Per cent ) 

1970-71 

1966-7 

to 

1970-71 


(1) 

(2) 

(3) 

(4) 

(5) 

Medium-term 
(a) Minor irrigation 1 

21 

85 

70 

12 

49 

(b) Medium implements, 
carts, etc. 

82 

321 

50 

41 

160 

(e) Purchase of livestock 

100 

500 

50 

50 

250 

(d) Area programmes 

5 

19 

95 

5 

18 

TOTAL 

208 

925 


108 

477 

Long-term 

(a) Minor irrigation 1 

150 

625 

70 

87 

361 

(A) Reclamation of waste- 
lands and settle- 
ment of landless 
agricultural families 

11 

45 

50 

5 

22 

(c) Soil conservation pro- 
grammes 1 

55 

200 

75 5 

40 

144 

(d) Heavy machinery and 
implements 

72 

300 

70 

50 

210 

(e) Orchards and planta- 
tions 

10 

40 1 

100 

10 

40 

Cf) Area programmes 

16 

55 

95 

15 

52 

TOTAL 

314 

1,265 


207 

829 


1 Includes Government subsidy 

1 For a few schemes, the proportion of credit has been assumed at 50 per cent 
* Exclusive of expenditure on staff, State works, etc 


of ram water (as m Gujarat) and extension of power lines to villages 
to energize wells (as in a number of states) 

22 The earlier figures are for the period 1966-7 to 1970-71 We 
have now to make similai estimates for the five-year period ending 
r 973~4 As m the case of credit for major inputs of agricultural pro- 
duction during the Fourth Plan, some exercises have been made in 
the Planning Commission to estimate the requirements for investment 
credit during this period These estimates relate to the magnitude of 
investment credit on minor irrigation and rural electrification, machi- 
nery and implements, land and water development, area development 
programmes and programmes for desert development and for chroni- 
cally drought affected areas It is in the very nature of some of these 
programmes that they do not provide the basis for any estimates in 
regard to the credit needs of the agriculturists to be covered In some 
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Reclamation of Wastelands 

25 The "Working Group of the Agricultural Production Board had 
estimated the total finance lequired under this head at Rs 45 croies 
during the period 1966-7 to 1970-71, of which about half or about 
Rs 22 ci ores would have to be met out of bonowmgs We have no 
precise mfoimation as to die extent to which the credit requirements 
of agriculturists would mcrease on account of the new piogrammes 
contemplated under die Fouith Plan for reclamation m ravine areas, 
reclamation of sahne, alkaline and water-logged aieas and of culturable 
wastelands, and development of desert and drought-affected areas 
Despite die fact diat a laige part of the ouday under schemes of this 
nature will have to come fiom the government itself, theie may be a 
marginal need for the farmers themselves to meet a pai t of the invest- 
ment and, for dns reason, to resort to borrowings We aie, therefoie, 
mchned to place the credit requnements undei this head at about 
Rs 25 crores for the Fouith Plan period 

Soil Conservation Programmes 

26 The figure of Rs 144 crores indicated by the Working Group 
of die Agricultural Production Board appears at first sight to be on 
the high side, consideung diat private investment on soil conservation 
schemes in die past has not been very significant Details of the ouday 
which die cultivatois are likely to be required to undertake are not 
yet clearly known though one rough estimate places the area to be 
covered by these measures at 20 million acres Neveitheless, in view 
of the importance accorded to these programmes in certain states m 
recent years and the significance of this activity fiom the point of view 
of the prospects of agricultural development m the long run, we are 
mchned to retain the credit requirements of agriculturists on account 
of these programmes durmg die Foui th Plan at more or less the same 
level, 1 e , Rs 150 crores A large part of this may take the form of initial 
ouday by government to be recovered from the concerned cultivators 
in instalments 

Heavy Machinery and Implements 

27 There is every reason to beheve that since the Woiking Group 
of the Agricultural Production Board made its estimate of credit 
requirements of agriculturists on account of heavy machinery and 
implements, mechanized farming has increased m popularity and 
received greater emphasis m pohcies Recent studies have also bi ought 
out this trend, and attributed it to the scarcity and high costs of agri- 
cultural labour, particularly m the critical stages of agricultural opera- 
tions, and also to the changmg conditions in the rural areas brought 
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pnm^ the deposit amount It is with tins p irt of investment credit 
to be met b\ the i u!li\ itor th it in. ire concerned lit tins chapter, 
while dr re otirce require mi nls of the chetueity boaids arc dealt 
with i i C h inter 2<> Ywummg th it on m a\er ige a cultivator would 
need to 111 * c 1 drpout to llu tune of Rs 1,500 per pumpset and that 

onh ibout o’ c li df of the iggregite amount required on tins basis 

will 1 red to be run el b\ borrowing, the credit requirenu nts of agri- 
cultur us u. dcr ruril t la tritie ition for energizing punipsets during 
die 1 our.h PI m (a di-unu t from tin cost of the needed punipsets) 

cm be p'und at Rs 100 crorcs (or the 1 ourtli PI 111 

31 Jo Mini tin, the requirements during the Fourth Plan for 
lincUnri t credit ol 1 long-term mturc are lihclv to be of the order 
of Rs 1 500 crons a .lun.n In low 


I AULT 7 

L. - MMX l.r la l 7 kkM Cl'ft IT Kry IKI MUSTS bORISO Till I OURTI1 PLAN 

Rs Crorcs 


/ ri 

term Credit 
Requirements during 
1009-70 to 1973— t 

Miner rr -al <.n 

725 

Kcc'an at cn cf v.arlctamij 

25 

boil c< ersation pn> rnnincr 

150 

Heavy machirery uni iinplerrcnu 

300 

Orchuri'j and planlalioiu 

75 

Area pro riiiurci 

125 

Rural elcctnf canon 

100 


1,500 


Medium-term Credit 

32 In attempting an estimate of the total medium-term credit 
requirements for agriculture during the Fourth Plan period, we have 
to consider two mam categories of purposes for which such credit 
may be required 'I he first of these relates to replacement or main- 
tenance of farm assets Hus calls for investment of a repetitive character 
and the duration of the loan will, therefore, have to be determined 
by the periodicity of the replacement 01 the life of the asset The 
purpose to which much importance is usually attached under this 
category is die purchase of livestock While the significance of livestock 
in the farm economy of the average cultivator cannot be demed, the 
fact remains that die connected operations do not follow a uniform 
pattern in all areas Thus, in some areas where the investment is 
substantial, it is possible that cattle arc only purchased once in three 
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CHAPTER 5 


SUPPLY OF CREDIT PRESENT POSITION 

We have so far reviewed the recent developments in the demand 
for rural credit and given a broad indication of the nature and dimen- 
sions of future requirements It is now necessary to turn to the supply 
side We, therefore, deal in this and the succeeding seven chapters 
with the part played by different credit agencies in dispensing rural 
credit The position m 1951-2 as revealed by the All-India Rural 
Credit Survey has been briefly set out m Chapter 2 For an equally 
comprehensive assessment of the changes which have occurred smce 
then, one has to turn to the All-India Rural Debt and Investment 
Survey This, however, was conducted m 1961-2 and therefore pertains 
to the position as it stood exacdy a decade after the Rural Credit 
Survey Later data are available from other sources but are much 
narrower in coverage The statistical results of the Rural Debt and 
Investment Survey and the material available from other sources on 
the qualitative aspects of the working of different agencies provide 
the basis for our account of the performance of those agencies 

2 The Rural Credit Survey Committee had emphasized m their 
report the need for a constant review of the mam features of the rural 
credit situation through annual investigations as also more elaborate 
enquiries from time to time Accordingly, the Reserve Bank conducted 
four annual follow-up rural credit surveys m selected districts, com- 
mencing from 1956-7 It was considered desirable to undertake an 
all-India investigation in 1962 since substantial changes had occurred 
m the economy during the First and Second Five Year Plans The 
All-India Rural Debt and Investment Survey was statistically so 
designed as to yield estimates of borrowings, capital formation, etc , 
in the rural household sector, for the whole of India as also for indi- 
vidual states The Survey coveied the rural households of all the states 
and of most umon territories and related to the year ended 30 June 
1962 A sample of over 2,000 villages was chosen, and in each of them 
40 households were selected at random for investigation Before 
presenting the data on the bonov'ings of cultivator and non-cultivator 
households which became available fiom the Survey, it is necessary 
to clarify that they cover total borrowings and not only those for 
agricultural purposes We would also add that our presentation and 
discussion of the findings of this Survey are based on the statistical 
data derived from it and that no report on the Survey has yet been 
published 


99 



re c-1961 nr sSnmoJioq sip jo inaa jsd c £1 Apio joj paitmooax 
jaAOAtoq oqAt ‘sjspnajAauoui psnorssajoad aqi Aq ppq uaaq AjsnoiA 
-aid pcq uoqisod siqg, c-i£6i tn inaa jad 6 fz ishteSb sn c-1961 ui 
sSnmoxioq aqi jo inaa iad g£ §uiA|ddns ‘irpaoa jo aojnos lunuodnn 
jsoui aqi atncaaq sjapuajAauoui isixnipatxSn aqi ‘isnq Apuaunuojd 
jno pmps saSunqa JofBin oavi ‘pamaanoa axe stoinAiipia sn xej og t 

ssvna'Sy snouvj[ fo sduvjio^uij faijvpjj 


Aaung jnsarjOAtii ptre :qsQ pun-g ctptri-jiy S' I Q"H I V 

XsAjng sipsjQ purva ctpni-nv S O H I V 


0 001 

0 001 

0 001 

0 001 

0 001 

0 001 


0 21 

8 I 

8 2£ 

6 I 

6 £t 

8 I 

treqiO 

L 0 

I I 

* I 

0 2 

9 0 

6 0 

rytrcq pMojauruioQ 

I 01 

l 9 

* 91 

6 6 

8 8 

S S 

siaaite uoTssrtu 
-HI 03 ptrc SJ3PEJX 

L 21 

8 £t 

9 01 

0 8£ 

2 El 

8 «- 

SI3pU3| 

-Aauota pzuoiscajojjj 

6 ££ 

8 H 

0 £2 

8 *2 

0 9£ 

6 n 

ti5ptni]Aanora 

jiunjjnouSy 

L 0 

0 Z 

2 I 

6 * 

9 0 

s 1 

spaojpirc^j 

8 8 

* II 

9 8 

S SI 

8 8 

Z H 

S3AUI3p^ 

8 El 

6 2 

£ S 

s l 

S SI 

i e 

OAIJCJsdo-OQ 

£ 2 

I £ 

9 0 

S I 

9 Z 

£ £ 

}tI3unU3AO0 
(s38eiU3DJ3j) 
U30JJ p3A\OJJOq 
limourc jo uorjjodoj^ 

081 

091 

211 

99 

SOZ 

012 

(ni) 

ApUTEJ JicI pOAVCtf 
-joq icmourE sStreAy 

(9) 

(s) 

(*) 

(8) 

(2) 

(l) 



srcnrrv fd uiv sranrv s’Dirrv srcnrrr soirrv 


spjoyisnojj join y //[•’ sjowmijrv-uo/f rjojvmijnj 

(2—1961 ) AaAimg iNareissANj qny iS3Q ivaa'a viaNi-ny onv 
(o - IS6l) AaAuag juaaaQ •min'g YiaKj-iTy smo.VHoy itfiraaina nous tONLWOirHog 

j aisvx 

Avopq toatS axe evep xrpuj-pe aAqexeduioa aqj^ 
5961 annf papua sipnotn ci aqi oj Apujojran paurejiad xaniq aqi 
apqAi sS6i Axeruqaj pun 0S61 jaqiuaoa(j uaaAipq Suixmaao sqiuotn 
ci jo spouad inajajgrp oj paxepj aanxioj aqi qSnoqi ‘ajqexeduioa 
ajoqAV aqi no axe saxnSg jo si as oaai aqjp (AaAxng inaraisaAnj pire iqaQ 
pnrg) c-1961 hi inqi iptAV (AaAxng irpajQ pm-g) 5-1 £61 in poop it sn 
uoqisod aqi aindtuoa naqi pun aangl qooi sSumoxioq aqi tpiqAV ujojj 
saiauaSn iipaio luajajjrp aqi 01 uoqepj: tn ‘ a 1 ‘aaxnos 01 Suipjoaoe 
sSumoxioq t sJOieAqjna jo maned aqi lapisnoo oi |njasn aq pptoAt ij £ 

c-1961 qnv c-i£6i aunxoij aAixvavarjoQ 
noixisox XNHsaHa xiaano ao Allans 001 







IOI 


COMPARATIVE PICTURE I 9 5 I -2 AND 1961-2 

against 44 8 per cent in 195 1-2 The second major development to 
note is that the role of the co-operative agency increased substantially 
The proportion of borrowings from it to the total had gone up from 
3-1 per cent m 195 1-2 to 15-5 per cent in 1961-2 In the result, in 
1961-2, this agency was the second most important in the field whereas 
in 1951-2, its contribution -was lower than that of the major private 
agencies and even of government This also resulted m a relative 
rise in the proportion of institutional credit (the borrowings from 
co-operatives, commercial banks and government) and a dechne in 
that of non-mstitutional, private credit Between the two Surveys, 
the former rose from 7 3 per cent to 18 7 per cent of the total borrow- 
ings of cultivators, while the latter went down from 92 7 per cent to 
81 3 per cent So far as non-cultivators were concerned, also, some 
distinct changes were witnessed The contribution of ‘ others ’ went 
up steeply from 1 9 per cent to 32 8 per cent while the professional 
moneylender was relegated to a comparatively insignificant role 
The share of traders and commission agents rose from 9 9 per cent 
in 1951-2 to 16 4 per cent m 1961-2 The role of the agriculturist 
moneylender remained almost unchanged The proportion of co- 
operative credit in total bori owings, though stall not significant, showed 
a rise from 1 5 per cent to 5 3 per cent 

5 The increased importance of the role of the agriculturist 
moneylender calls for a brief comment According to the identical 
definitions used m the two Surveys, whether a moneylender was to be 
considered as agriculturist or professional depended on whether he 
was assumed to have earned a substantial part of his income from 
agriculture or moneylending This in turn depended on how the 
individual cultivator who reported borrowings assessed the relative 
importance of the two sources-of income of his creditor The characteri- 
zation of the moneylender was, therefore, liable to bias in reporting 
by the debtor It is possible, of course, that some of die professional 
moneylenders who had been absentee landlords earher, resumed 
cultivation of die land in view of the land reform measures Further, 
the imposition of mci eased restrictions on moneylending and transfer 
of land, along widi other factors, seems to have led to the migration 
of some of the piofessional moneylenders from die countryside to urban 
areas These factors apart, die importance of the agriculturist money- 
lender probably reflects die growing prosperity of die large cultivators 
resulting from adoption of modern practices and die mcreasmg invest- 
ment of these surpluses in loans to other cultivators 

6 Another feature disclosed by die comparame data is that die 
proportion of borrowings from the agency listed as ‘ others ’ \sent up 
between die tuo Sur\cvs from 1 8 per cent to 13 9 per cent for culti- 
vators and from 1 9 per cent to 32 8 per cent for non-culm ators 
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The next highest nciagc — Rs 591 — is for boi rowings from traders 
and commission agents Both these appeal to leprcscnt credit opeiations 
connected with the marketing of commercial crops 

Sljlc-ii'se Position 

13 While the foregoing paiagraphs indicate the aggregate position 
for all-India, there 11 e significant differences between the states in 
regard to the relative importance of different credit agencies in the 
borrowings of cultivators .is may be seen from Table 5 In Andhra 
Pradesh, the agriculturist moneylendei accounts for 59 3 pei cent 
of die total borrowings of cultivators, one of the highest pioportions 
for this agency among all the states Assam is one of the two 
states (tlie other being Gujaiat) where 4 relatives ’ account for as 
much as 21 2 per cent of the borrowings. Further, the share of co- 
operatives is in no other state as low (1 7 per cent) Bihar, where the 
co-operative pciforinance is only shglidy less poor than in Assam, 
is the state is hero the share of the agriculturist moneylendei is the 
highest, viz , 62 7 per cent Gujarat reflects an impressive record in 
co-operative credit with a little over onc-quaiter of total boi rowings 
— next only to Maharashtra — coming from co-operatives 4 Others 
however, stand first in importance in this state In Jammu and Kash- 
mir, the performance of all agencies is insignificant except 4 others ’ 
who account for 42 6 per cent of the total Kerala is another state 
where the share of this agency is high (51 6 per cent), in fact higher 
than in any other state, reflecting perhaps the extent to which culti- 
vators borrow for non-agricultural pui poses, c g , by running up bills 
with grocers, etc , and also the operation of chit funds The pai t played 
by commercial banks is also proportionately the lughest in this state, 
constituting 4 per cent of total borrowings The role of the profes- 
sional moneylender is higher in Madhya Pradesh than in almost any 
other state as lie accounts for 28 1 per cent of die total The shaie 
of co-operative credit at 17 4 per cent is also higher dian for most 
other states In Madras, the agriculturist moneylender accounts for 
as high a proportion as 59 8 per cent of total borrowings — next 
only to Bihar The co-operative share being also high (165 per cent), 
all the other agencies play a negligible role Maharashtra leads all 
the states both m co-operative credit (38 3 per cent) and taccavi (8 3 
per cent) No other agency m this state accounts for as large a shaie 
as co-operatives The two important agencies m Mysore aie the agri- 
culturist moneylender and the co-operatives which together account 
for nearly two-thirds of the total borrowings Orissa is the state m which 
the professional moneylender (28 8 per cent) is more important than 
anywhere else The same is true of the share of the tradeis and com- 
mission agents at 19 8 per cent which is higher than that in any other 



Source All-India Rural Debt and Investment Survey 
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Table 5 

PROPORTION OP CaJII LOANS BORROWED DV CULTIVATOR HOUSEHOLDS FROM DIFFERENT AoENCIKS TO TOTAL AMOUNT BORROWED DURINO 19G1-2 

Percentages 



SUPPLY 1961-2 XOg 

state The proportion accounted for by Co-operatives at 16 6 per cent 
was also significant, being the fifth highest among die states Punjab 
is a state in which die proportion of borrowings accounted for by no 
single agcnc\ is \ery high, all of them being of relatively moderate 
significance The same is the position m Rajasthan except that the 
share of the co-opcrnti\cs is less than that in all odier states except 
•Vssam and Bihar Agncultui 1st and professional moneylenders are 
the two leading credit agencies in Uttar Pradesh Co-operative credit 
in dns state too, is fairlv high at 16 6 per cent ‘ Others ’, as a credit 
agency, again figure pronunendy m West Bengal claiming a share 
of 32 1 per cent of the borrowings Relatives also account for a fairly 
large proportion, viz , 16 j. per cent, a proportion for the agency 
higher than that in all other states except Assam and Gujarat 

1 } \n attempt is made in the following paragraphs to present 
statc-w ise data m regard to the performance of each agency m a series 
of tables with brief comments so that it may be easy to appreciate the 
scale of dieir operations and their proportionate significance in different 
areas 


Government 


Fable G 

Cash Loess Borrowed dy Cultivator Households prom Government durjno 1961-2 


State 

Proportion of 
Households 
Reporting 
{Per cent) 

Proportion of 
slmount 
Borrowed 
from the 
Government to 
Total Amount 
Borrowed 
{Per cent) 

Average 

Cash Loan 
Borrowed 
per Household 
(Rs) 

Aggregate 
Amount 
Borrowed 
{Rs Crores) 

(1) 

( 2 ) 

( 3 ) 

( 4 ) 

( 5 ) 

Andhra Pradesh 

0 4 

0 5 

1 4 

0 56 

Assam 

0 6 

1 5 

1 6 

0 25 

Bihar 

0 9 

1 0 

1 0 

0 61 

Gujarat 

0 4 

1 1 

4 1 

0 79 

Jammu & Kashmir 

— 

— 

— 

— 

Kerala 

1 0 

1 1 

2 2 

0 44 

Xladhya Pradesh 

1 3 

1 2 

2 0 

0 88 

Madras 

1 0 

2 7 

8 1 

2 78 

Maharashtra 

4 8 

8 3 

18 3 

6 89 

Mysore 

2 4 

6 1 

19 8 

4 90 

Orissa 

1 6 

4 2 

2 3 

0 55 

Punjab 

1 0 

2 1 

7 6 

1 24 

Rajasthan 

1 0 

0 8 

3 2 

0 88 

Uttar Pradesh 

2 7 

2 6 

4 4 

4 27 

West Bengal 

3 8 

2 1 

3 0 

0 97 

All-India 

1 9 

2 6 

5 3 

26 70 


Source All-India Rural Debt and Investment Survey 
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SUPPLY Xg6l-2 

Nearly one half of the total amount of Rs 161 crores borrowed from 
co-opeiatives is accounted for by die three states of Gujarat, Maha- 
rashtra and Uttar Pradesh The average loan borrowed per household 
is highest m Gujarat, followed by Maharashtra 

Agriculturist Moneylenders 

Table 8 

Cash Loans Borrowed by Cultivator Households from Agriculturist Moneylenders 

during 1961-2 


Proportion of 
Amount 


State 

Proportion of 
Households 
Reporting 
( Per cent) 

Borrowed 

from 

Agriculturist 
Moneylenders to 
Total Amount 
Borrowed 
(Per cent ) 

Average 

Cash Loan 
Borrowed 
per Household 
(Rs) 

Aggregate 
Amount 
Borrowed 
(Rs Crores) 

(1) 

(2) 

(3) 

(4) 

(5) 

Andhra Pradesh 

37 4 

59 3 

163 5 

66 87 

Assam 

6 2 

38 1 

13 6 

2 10 

Bihar 

28 6 

62 7 

64 3 

38 41 

Gujarat 

3 7 

5 8 

21 5 

4 12 

Jammu & Kashmir 

2 9 

7 0 

10 8 

0 53 

Kerala 

5 5 

7 2 

14 8 

2 97 

Madhya Pradesh 

18 8 

34 0 

57 6 

25 48 

Madras 

41 8 

59 8 

178 1 

60 99 

Maharashtra 

12 6 

16 2 

35 7 

13 43 

Mysore 

35 2 

43 1 

139 4 

34 49 

Orissa 

4 8 

15 1 

8 3 

1 97 

Punjab 

19 3 

30 9 

112 8 

18 35 

Rajasthan 

22 0 

26 3 

102 5 

27 86 

Uttar Pradesh 

23 5 

35 9 

60 0 

58 10 

West Bengal 

22 7 

28 1 

40 4 

13 33 

All-India 

22 4 

36 0 

73 9 

372 21 


Source All-India Rural Debt and Investment Survey 

17. The proportion of households reporting borrowing from the 
agriculturist moneylenders is the highest in Madras, followed by 
Andhra Pradesh and Mysore This agency accounts for more than 
35 per cent of the borrowings in Andhra Pradesh, Assam, Bihar, 
Madras, Mysore and Uttar Pradesh Of the total amount borrowed 
from this source, estimated at Rs 372 ciores, the largest amount 
(Rs 66 87 crores) is accounted for by Andhra Pradesh The average 
loan borrowed from this agency is the highest in Madras at Rs 178 xo, 
followed by Andhra Pradesh, where it is Rs 163 50 The role of this 
agency is negligible in Assam, Gujarat, Jammu and Kashmir, Kerala 
and Orissa 
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SUPPLY 1961-2 
Table 10 

Cash Loans Borrowed b\ Cultivator Households from Traders and Commission 

Agents durinq 1961-2 


State 

Proportion of 
Households 
Reporting 
[Per cent) 

Proportion of 
Amount 
Borrowed 
from Traders 
and Commission 
Agents to 
Total Amount 
Borrowed 
( Per cent) 

Average 

Cash Loan 
Borrowed 
per Household 
(Rs) 

Aggregate 
Amount 
Borrowed 
(Rs Crores) 

(1) 

(2) 

(3) 

(4) 

(5) 

Andhra Pradesh 

9 6 

10 2 

28 2 

11 52 

Assam 

2 0 

11 0 

3 9 

0 61 

Bihar 

3 2 

6 3 

6 5 

3 88 

Gujarat 

13 7 

11 6 

43 0 

8 25 

Jammu and Kashmir 

10 7 

18 8 

29 1 

1 41 

Kerala 

7 5 

8 3 

16 9 

3 41 

Madhya Pradesh 

10 1 

11 4 

19 4 

8 58 

Madras 

1 3 

2 3 

7 0 

2 38 

Maharashtra 

1 9 

3 6 

7 9 

2 98 

Mysore 

11 6 

9 2 

29 8 

7 38 

Orissa 

0 5 

19 8 

10 9 

2 59 

Punjab 

3 2 

3 6 

13 1 

2 13 

Rajasthan 

21 7 

18 3 

71 3 

19 38 

Uttar Pradesh 

3 8 

6 9 

11 6 

11 19 

West Bengal 

5 6 

9 7 

14 0 

4 63 

All-India 

6 4 

8 8 

18 1 

91 07 


Source All-India Rural Debt and Investment Survey 


1 8 3 per cent are next m importance Of the total amount of Rs 9 1 
crores estimated to have been borrowed, over Rs 42 crores aie 
accounted for by Andhi a Pradesh, Rajasthan and Uttar Pradesh The 
average loan borrowed is highest in Rajasthan at Rs 71 -30 followed by 
Gujarat at Rs 43 

Commercial Banks 

20 As may be seen from Table 11 the proportion of households 
reporting borrowing from commercial banks is ml or negligible in all 
states other than Andhra Pradesh, Jammu and Kashmir, Kerala, 
Madras, Mysore and West Bengal The proportion is generally veiy 
small, the highest being 5 1 per cent m Kerala, followed by Madras 
at 1 1 per cent The amount borrowed from this agency forms 4 per 
cent of the total bonowmgs of the cultivators in Kerala and is much 
less in other states Of the total amount of Rs 6 08 crores borrowed 
from this agency, the largest portion is accounted for by Andhra 
Pradesh (Rs 1 71 crores) followed by Kerala (Rs 1 64 crores) The 
lughest bon owing per household, however, is from Kerala at Rs 8 20 
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Cash Loans Borrowed during 1961-2 Classified according to Security (All-India) 
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REGENT PICTURE OP SUPPLY Iig 

in Madhya Piadesh, Mysore and Andlua Pradesh Another important 
range is that of 9 3 pci cent to 12 V pei cent, accounting for borrowings 
of 17 4 per cent of the total Such bouowmgs are fanly piommcnt m 
Andhra Pradesh, Rajasthan, Madias and Mysoie. About a tenth 
of the households report boi rowings at 18] -25 per cent winch account 
for 15 7 per cent ol the total bonowings The proportion of such bor- 
rowings is high in Madhya Pradesh (44 per cent), Uttar Piadesh (36 
per cent) and Bihar and Orissa (23 pei cent) Loans at higher rates 
of interest, diougli constituting a small percentage of the all-India 
total, are relatively more significant in Assam, Bihar, Orissa, Uttar 
Pradesh and West Bengal 

27 Data in a suitable form are not available for comparing the 
position in regard to interest rates with that which prevailed at the 
time of the All-India Rural Credit Survey Some rough calculations 
do, however, show that die average rate of interest paid on the esti- 
mated aggregate borrowings of cultivators went down by 1961-2, 
as compared widi 195 1-2 This is accounted for, among other factors, 
by die proportionately larger dependence of the cultivators on insti- 
tutional credit Though agency-wise data on the rates of interest are 
not available, dicrc is reason to believe diat there has been a dechne 
in the rates charged by private agencies m parts of the country and 
that an important reason for dns is die competition offered by co- 
operative credit at relatively low rates of interest Further, it would 
also appear that the rates of interest have generally tended to be lower 
in areas which are better served by banking facilities, as measured 
with reference to the size of population per office of commercial or 
co-operative banks, as may be seen from Table 16 On the whole, it 
would appear that the amounts borrowed at relatively higher rates 
were more significant in the states of Assam, Orissa, Uttar Pradesh, 
West Bengal and Bihar where there has been relatively less progress 
either of co-operative banking or of branch extension of commercial 
banks 


Recent Picture of Supply 

28. On the overall supply position of rural credit for die country 
as a whole or for individual states, no more recent data are available 
than those thrown up by the All-India Rural Debt and Investment 
Survey of 1961-2 and presented in brief outline in the foregoing 
pages Figures for a few subsequent years are, however, available in 
respect of institutional credit of which amounts advanced by co- 
operative credit constitute the most important part We give m Table 17 
such information as it has been possible to obtain, though it is 
incomplete and somewhat outdated. 
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Overvil 1’ounoN or IsmTUTiosAL Rural Credit 


Rj Crores 




C-f-.’/Y/il/l tS 




1 C~T 

L 

id ~r td by 
4i,n- 

cii’.ial 

Credit 

S\ t.us 

Leans 
id anted by 
War hi jig, 
Pi a rising 
bc'UlltS 
..rj Grain 
2Lr„U» 

Long-term 
Loans 
\J-anceJ by 
Land Deve- 
lopmtnt 
Banks 

r rial 

Govern- 

ment 

Commer- 
cial 
Banks 1 

(1) 

{D 

(J) 

(*) 

(5) 

(6) 

(7) 

1961-2 

228 J1 

37 34 

16 03 

201 68 



1962-3 

257 37 

11 23 

25 19 

321 09 


4 09 
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1964-5 
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1966-7 
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57 55 
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60 

4 30 
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101 58 


83 35 



31 00 


1 Provisional 

* Includes advances made against pledge of produce 

* Advances as at the end of March for the >car< 1961-7 and al the end of June for 1967-8 


added up to nearly 47 per cent in Maharashtra, around 27 per cent 
in Gujarat and Mysore, and about 20 per cent m Orissa, Madras and 
Uttar Pradesh The share of these agencies did not reach even io 
per cent in Bihar, Assam, West Bengal and Rajasthan Apart fiom 
the importance of the aguculturist moneylender for the country as 
a whole, and particularly in Andhra Pradesh, Bihar and Madras, 
the odicr private credit agencies are also important for certain states 
— relatives in Assam, Gujarat and West Bengal, traders and commis- 
sion agents in Onssa, Rajasthan and Jammu and Kashmir and pro- 
fessional moneylenders in Madhya Pradesh, Orissa and Rajasthan 
31 Thirdly, there has been some improvement m regard to the 
rates of interest winch cultivators have had to pay on their borrowings, 
especially in states where co-operative credit and extension of branch 
banking have made some appreciable progress 

32. Finally, even if the current supply of institutional rural credit 
is not very significant m relation to the large and growing demand 
for it, it is clear that the present position represents a marked advance 
over that m 1951-2 The prospects of the role of institutional credit 
being further enlarged and improved are greatly strengthened by 
some of the more recent developments to which we shall refer m detail, 
later, viz., the adoption of the crop loan system by the co-operatives, 
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CHAPTER 6 


CO-OPERATIVES (I). QUANTITATIVE ASSESSMENT 

We propose m tins chapter and die next two to consider in some 
detail die progress made by co-opcrati\cs m die sphere of agricultural 
credit This is necessary since it was around die co-operatives as the 
pnotal agency that the Comnuttee of Direction of the All-India Rural 
Credit Sur\e\ designed the framework of die Integrated Scheme of 
Rural Credit It might be best to concentrate on three broad aspects, 
viz , die quantitative, die qualitative and the state-wise Fn^ijrtftere is 
performance as judged by various quantitative indicators This, in 
rum, will mvohe analysis of different categoncs of data For example, 
dicre is die statistical material dirown up by die All-India Rural 
Debt and Imestment Survey (1961-2) and by die field surveys which, 
at our instance, were conducted over limited areas m the last two 
>ears There arc also the data available from the Statistical Statements 
relating to the Co-operative Movement in India published by die Reserve 
Bank of India All these will be considered in the present chapter 
In Chapter 7, we go on to the second aspect, namely, a qualitative 
assessment of the record of die co-operative agency An attempt will 
be made to examine whcdicr and how far co-operatives have progressed 
in building up die structure at different levels on die accepted pattern, 
evolved policies of lending and 1 ecovcry of co-operative credit attuned 
to production needs, made efforts for raising the resources required 
and so on On the basis of diesc, we try to indicate what, in our view, 
arc the major factors — internal and external — which account for 
the respective elements of success and inadequacy of co-operative 
performance The last part of our discussion of die record of die co- 
operative agency which wc take up in Chapter 8 is a state-wise review 
based on die presentation of die detailed data It attempts, widi 
reference to die relevant factors, an assessment of the performance 
of co-operative credit m each state In view of die disparities between 
the states, it is obvious that any all-India assessment should be supple- 
mented by a more detailed review on these lines Adopting this broad 
scheme of presentation, we now proceed to deal with that part of the 
statistical assessment of the progress of co-operative credit which is 
based on the data of field surveys and investigations 

Results of Surveys 
All-India Rural Debt and Investment Survey 

2 We have given in Chapter 5 some particulars of the data available 
from the All-India Rural Debt and Investment Survey (1961-2) in 


123 



Xjuo stay spjoqosnoq joirAqpio jo joquinu pqoi oqi jo jordun Pip 
poiooqoi qorqAY pjoqosnoq joirAqpio jod SutAYOJioq oSrjotr pq£ (a) 
jruiqsrAj pur nuiuref pur irqtg ‘urnssy ui pppjoopj pj->sy 
ooc sqj urip ssoj jo sjoapj ispyyoj oq£ oof sq ppp->oo\-o q qonj\Yjo 
qr tn ‘srjprjij pur rjjqsurqrjq ‘qsoprjq nqpuy purco oouruod 
-un ui iv>m (f££ sq) pjosXj\t pur (989 sqj) irjrfnQ ui osoip pj->\y 
oStuoAr sup jo siunotur isoqStq oq£ JoippSoi uoqn sotouo£r qr joj 
96 £ sq lsurcSr sr ‘of£ sq stay sp\qnodo-oo oip uiojj pjoqo<noq 
jojrAqjno Suqjodoj jod sSutAYOJJoq jo oSmotr rrpuj-qr pq£ (ri) 

jrSupq 

jsp/^v puc trrtpsrfrq ‘jrtqg ‘urnssy tn iupo jpd oi urip sspj srw 
uoqjodojd snj£ (9 os) pjosXjvj pur {L 9 s) irjrfno ‘(£ g£) rjiqsrj 
-rqrjAj ' zia ‘sPirjs PPJtp Xpio tn iupo jpd os ppppporp pqoi pip 05 
spAurJpdo-oo uiojj sjoirAqjno jo sSutAYOJJoq jo uoqjodojd pqq (ui) 

spAjpsuipqi uppAUPq spjojd 6 L sq jnoqr joj 
ppjunooor ‘pDurjjoduri ux j\pu purro qoiqAY ‘pjosXj^ pur srjprjv 
‘inrfnQ ‘qspprjq Jtqift J° saitqs juoj pq£ rjjqsrjrqrjq Xq joj 
ppjunooor stav spjojo s£ sq sr qonui sr jo runs r ‘sPAqroodo-oo tuojj 
sjojrAqqio Xq poAvOJJOq spjojo i 9 i sq jo lunouir pqoi Pip jq (») 

jrSupg jsPjW 

pur urtpsrfrq ‘rsstio ‘Jrtpg ‘uirssy tn iupo jod 5 9 urip sspj stav ij 
qspprjq jtjjq pur qrfunq ‘pjosXjyj ‘sriprjq ‘jiuiqsrq pur nunurf 
£ jr.trfn0 ojpav jupo Jod 01 popoooxp ji pjpqAt sojrjs jotpo pqj_ iupo jpd 
961 stav 11 pjpqAV ‘rjjqsnrqrjq tn jsoqSiq Pip stav uoqjodojd snj£ 
soAqrjodo-oo uiojj sSuiAvojjoq poiJodoj prq jupo jod f 6 Xpio 
‘jpxpo otp jo XouoSr puo uiojj sSuuMOjJoq pouodoj prq sJojrAUjno 
pip jo jjrq puo jnoqr ‘jpjdrqo jpqxrp ur ut poiroipui sr ‘ppi^w (i) 

SAYoqoj sr ;no jps Ayouq 
pq Xrui rjrp Ptp uiojj Suisut sjtnod tnrtu pqj_ siojrAiqno-uou pur 
sjojrAqpio jo sSuiAvojjoq otp jo 1 o[qr£ ui upaiS pjt sojrjs inpjpjjip joj 
sjnqpp ipqnj ‘jpivcj pip 01 poupjpjpj ogiopds ipi/^\ so \urjodo-oo uiojj 
sSuiAvojjoq otp jo sjrjnoqxcd urrjjpo pur soiouoSr jrppjo jupjojjrp 
ptp jo pouruodtui PAurjpj otp uo rjrp osiAY-ojrjs upaiS ‘9 jpjdrq^ 
ui ‘osjr PArq o^\ jupuhupaoS otp upap Suipnput sotouoSr jotpo 
otp qr isoujpi Atojpq ppqurj prq u ‘o-i£6i tn srojpqAY ‘jppupjXpuotu 
jsurqptouSr Ptp oj Xpio jxpu ‘ppg otp ui juniodun isotu puooos 
ptp Xoupgr PAUnodo-oo ptp oprtn srq£ c-1961 tn jupo jod 9 9 i 
oj 5-1 96 1 ui jupo jod 1 £ tuoq dn puo§ prq jnoj ptp 01 soAurjodo 
-00 otp uiojj sjojrAujno ptp jo sSutAYOJJoq jo uomodoid pq£ s-i 96 i 
pouts pouroqiuSis tn Ajqrjopisuoo uyyojS prq XoupSr pAnrjodo-oo ptp 
jo pjoj otp jrtp stay nrp PYurJrduioo ptp Xq mo iqSnoiq siorj man 
ptp jo puo jrtp prooj Xrui p^ (c-i 96 i) Xpaju§ npoJ0 ptnvg npuj 
-qy ptp Xq ppjrPAPJ sr uomsod Pip tptAY 51 ppjrdtuoo ptrr spioupSu 
lupjpjjrp tnoq sioirAnpio jo sSutAYOJJoq Ptp jo uoqnquisrp otp 01 pirSoj 

iNsrtssHSSv sAUvxiiKVn^ (1) saAixvuaao-oo fzi 



Cultivator Households Non-cultivator Households 


RESULTS OF SURVEYS 


| s’ § 

It®' 1 Icj 5 ° 




3 5 




s’ 


b/j 

^ a, 


35 'Z? 


v. *X3 
Q 

M *C 

Sfl Si , 


*> c " 

tw} ^ , 

sf.§J 


l> 


*5 

^Sr 

Vi 


§1 


I & a & e 

it <8 t's S 


a c; 

tvj a w, r 

u s l 


S’iSl 

4* 


s.&’l 

Ill I 


c 

2 


v. l »c; 

|>3 


I 


5 5 
* £ * 
gfjs 

.o eZS £L 


€•5 


4 


CO | t^O>CM^COCOt^^(£>Cn<X3<OTh CO 

CO C'JiOCOt"'**— •CDCOO^^COOCO’ - ' »o 


co coococor^r- — ■Ncv-'^cnio 
— < cm <d o cm -< co co —< —* co — ■ <m 

— OOOOO-^O—'OCNO — o 


COO> 0 )t > ''*i«COCOCT>CM’'fCOCMCO 


U-) *— < CD CO "'t* * 


CO I Ot^OMONNO* 
o I •^fcO'-<r-'CO»— 'cooic 


co 

CM 


inw>niDOiiococot-<^o 


r>cococncocNLnc^iocoT^^TfcDTh 
t"-OCMCO— 'COCDCMCD — CO— >COCOCO 


rG 

8 

~C 

a 

Ph 


4 - 


JS 
8 
'V 

£ 

P-4 

_ cj 

2 ri c 


h 

-C 


42 

J-a 
Jl B 

5*^ ^ C2 


i-S 5»g g ?s8 

. CQ O t— 


cn 

o 


, _ . «M^O 

_ . , ) CD CO CO p 

CM CM CO ^ — « CO CM CO CM — ■ CM ^ ^ 


COCOCOt^^CDCMiOCOCMCO’^'^ 

OrHiowOCO^H^ONWiOO 


r^Ncor^^ai^iocococomcocoCT) 

CM— ' CM lO — ^r-COCOOCOOcOCOin 
— • CM’ — 1 — • — ' < CO CM ' — ' ^ 


r-cn — como — — — •ot'-coiococo 
COOCOCMCOCDOCOCOin— «CMOCDr-* 

^•O— • CO O ^ CO <D — <COCMlOThCOCM 
^ — • — CO — ‘ CM 


^cor^cMioco"^'— 'cor^-^cncDCD'^' 
moNintN^cDOj^cDOjaD^tsco 

CO cn ■— < CM CM -'T' CO CD CO — • CM 


CO 

CM 


m 

lO 


O) 

CO 


p co — • co p 


CD 


rt 

-3 

c 


125 


Source All-India Rural Debt and Investment Survey 



oqAi ssoip jo uoqjodojd sip ‘sdnojS isssn lUTnjqrp sqi uss mq n 
qsnrn Ajua iou pip qoupi ‘Aousgn isipoun jo suo uiojj cf u , noj joq 
psuodsj oqAi sJOiuAqpis jo uoqjodojd sip sqqufj 'idpui; Justus uios 
joj spjoqasnoq joiUAqjno jo tf sdnoiS isssn „ ju-usjjrp 2uouin up->js 
sAqnJsdo-oo jo uoqnquisip sip jo sjnpioqjud so m2 z s|quj 1 

SfjnoiQ pay SuoutD uoijnquptq 


njnp tsung sip qjiM sju?ui};vi^ 
IVJtjnivis >yi Suundmos jo sssusmudoiddnui sip -qnjsjnj pjnoM s\^ 
vipuj vi tuniDiojy ?ni]vi?tfo-oj ?yi oj Sviiv]>j r]immjvi<? jvoiptivj^ ?v\ ui 
psjusssjd upsjs SAqnjsdo-oo uo ssotp put: Asung lusuqssAUj pun jqsQ 
juju-q mpuj-qy sip tuojj psAUsp sn spjoqssnoq p_nu jo 'guiMOJioq 
uo njup sip ussAqsq Aoundsjosip sip joj guqunossn sn ? j-qdnq g 
ui psuoqusm sai qsiqAi sjojsnj sip sjsq qnosj osjn ppiOAi s ^ £ 

qjjqsnjuqujY pun qnfunq ‘sjosAjsj ut sjojumijiis-uou joj junjjoduii 
sioui XjsAqnpj sjsai ssujnjsdo-os ‘psAiojJoq siunomu siu 5 sj 2 
-2n jo uoqjodojd sip jo suijsi uj qsspuiq n(qpnj>£ m ?££ sq put. 
njjqsujuquj^ tn cg£ sgj ‘jnSusq jss^ m oof sgj ‘jujufnQ ui A£g sgj sn 
qSiq sn suai SJOiUAnjns-uou joj sSujsau siqjg (of£ rq) sjojnMjjns 
joj juip rrnip jsavoj suai (60S sq) sioiuAqjno-uou jo ssno sip ui p|oq 
-ssnoq Soqjodsj jsd sSaiMOuoq jo sSejsau mpuj-qn sqp ssisusgn 
qn uiojj sSuiAiojJoq sip jo mss jsd £ £ Ajuo psuuoj pun ssjojd 
1 1 s-q jnoqn oj psjunomn ssAqnJsdo-oo uiojj sguiAvojjoq oingsjggn 
jisqj, Aousgn Ann uiojj SuiAiojjoq juss jsd of jsurcSn sn ssAquisdo 
-00 uiojj s 2 uiwojJoq psuodsj ssqrarnj sssip jo iusd jsd g s quo 
sJOjnAqjns sip joj unip junsgruSism sjom usas suai ssAqnjsdo-os 
sip jo sjoj sip ‘psujsouos sjsai sJojnAqjns-uou sip sn jnj og ( 12 ) 
psmjndod Apsusp sssj sua\ unipsutn-q ssnnosq Apunui 
‘jngusq 5SSj\^ joj of 8 sgj Ajuo ipuu psjndmos sn 06 f 1 s"q in JsqSiq 
qsmn suai Apuinj jsd SuiAiojjoq sgnjsAU sip ‘gf s sq snAi jnSusg 
jss^Y Joj imp pun ££s sq Apio suai uuipsuruq joj Apuinj guqiodsj 
jsd SuiAiOJJoq sSnjSAn sip qgnoqjq upqsujuquj^ pun qsspujq 
njqpuy uss Misq sn jupuns suai uoqxsod sqx pjoqssnoq Suq jodsj jsd 
s 2 njs\n jsavoj n pnq qorqAi sjnjs jsjmj sip snAi ji qgnoip ‘njjqsnu 
-nqnj\i joj jnqj unip jswoj suai sjosXjij ut pjoqssnoq JOjnAqpio jsd 
SuiAiojjoq sSnJSAn sip 'sSjnj sn.M ssAqnjsdo-os mop guLMOuoq 
ion suosjsd jo jsqttmu sqi pun quins suai psAvouoq junomn jmoj 
sip sy 0? f 8 rp sum 11 sjsqAi njjqsnjnqnj^ Xq psMOqoj os ?6 s-p 
jn injnfnQ m issqSiq sqi c irrn 2 n c snA\ sSujsau srqjg ssAqnjsdo-os 
mop imp unip jsqSiq Xqnqumsqns seai ssisusgn jsipo qn mojj 
psAiojJoq junourn jnjoj sip imp XqmsusS guqnorpm ‘ssisusgn qn 
mop of ?os rq; ipiAi psjndmos sn ‘ss\qnjsdo-os sqi joj 06 i£ rq 

iN3i\ss3ssv sAuvju'ivaS (ij S3AUV33JO-OS gci 




Xaung jnonno\ai ptrc iqsQ jtm'jj crpuj-ipr rax-jog 


18 X 

£9 9 

6 IE 

droj^ n>"^r jjy 

££ L 

96 £6 

X Oil 

3\oqr ptrc OOO 09 

9£ 9 

98 II 

9 £9 

ckio or-on'oi 

6* X 

90 8 

9 ££ 

ooo oi-xm S 

99 £ 

9£ 9 

9 61 

ooo 9-oos‘r 

18 l 

9£ £ 

X 6 

009 r-ooo i 

8£ Z 

XI 6 

I 9 

000 1-009 

18 I 

LZ I 

£ 6 

oo? urT ii 

(X) 

(£) 

(Z) 

(I) 



(q/) 



(swy ) 

Z-I96I 


(q/) 

p]oy?mojj 

Svurp 


my n<f 

lo/vitiinj i it) 

pjoyimo/p 

(q/) 

sSuvrouog 

p?jv 2 ijjnj 

JOtVttJjTlJ I?<] 

inwg liny 


Cjpniouyj 

t?3l]VI?<fo-CJ 



V>J\- ySDWfr 

wo if sSinnonog 




j5i uny 



Z-I96I 

oKnuia vxay aaj.v\ixin3 jo xtray hxx szAiiVHHXO-OQ koxx aiMOiraog iMiorcy xovxx ', \ 


£ aisvX 


£ sjqEjj ni nAVoqs se sdnojS josse juojojjtp oqj 
joj eoje pojEAqjno jo ojoe jod ssAquisdo-oo uiojj s2uiAiojjoq oqj uo 
EjEp joptsuoo Xeui oav ‘aisia jo juiod sup UIOJJ pojEAijjno o2eojoe 
pqoj oip jo uoqjodojd jo2jej XpAqEpj e joj junoooE sdnojS ossip 
oj 2ui2uopq SJOjEAqpio sqj jEip jdej oip Xq pogqsnf si sdnojS josse 
J 322iq oip ui uoqEJjuoouoo jo ooj2op sup JEip pon2jE oq ‘isAOsioq 
‘Xeui jj siojEAijjno jo joquinu pqoj oqj oj pouuoj joquinu jioqj 
qoupi uoqjodojd sip Xq pojEOipm sq pjnoAi qoupi jEqj UEqj joaioj sea\ 
ssAqEJodo-oo uiojj s2uiAvojJoq pqoj oqj m sjosse jsjpnus jo sdnoj2 
oip oi 2ui2uopq siojEAqjno jo ojuqs oqj JEip uoos snip si jj ? 

sdnoj2 josse jasjojjrp oj juoax qoupi soAqEJodo-oo uiojj sSutAioJJoq 
jtrjoj jo uoqjodojd oip osp se ssojnos jp uiojj sSuiMouoq pjoj oip oi 
soAqEJodo-oo uiojj s2uiAiouoq jo uoqjodojd otp jo onxj seai ouies oqx 
sjosse oip jo ozis oip qjtAi 2aop sosij osp dnoj2 josse qoE3 oj 2ui\\op 
jipojo OAqEJodo-oo jo uirquEnb otp jEip uoos si ji ‘Xjpuoosg psuAio 
sjosse oip jo ozis oip ipiAi 2uop XpjEUoq jodojd dn juoai soAqEJodo-oo 
uiojj psAiojJoq oqAi suosjod jo joquinu oip uoao ‘jjEdu sjunouiE ‘jEip 
SAioqs sup qy dnoj2 josse jsoq2tq oqj jo oseo oip ui juoo jsd 6 b£ 
puE dnoj2 josse jsojpius oip jo oseo oqj ui juso jod L £ Xpo pouuoj 
soAqEJodo-oo uiojj SJOAiojJoq c Xouo2e Xue iuojj poAioJJoq oqAi osoip jo 
uoqjodojd e sy jip3J0 oAqEJodo-oo oj osjuoooj pEq dnoj2 jsoq2nj oip 
ui sjojEAqjno £ Xjoao jo jno ouo opqAi soAquisdo-oo iuojj poAioJJoq 
dnojS jsoavoj oqj ui sJOjEAqjno ob Xjoao jo jno ouo Xjuo ‘spxow joipo uj 
dnoj2 josse jsoqSrq oqj in juoo jsd 6i oj ooS sg; UEqj ssoj jo sjosse ipiA\ 
dnoj§ oqj joj juoo jod g z uiojj poSuEJ soAqiuodo-oo iuojj psuojjoq 

XN3ISSS3SSV 3AIXVIIXNVa(3 (i) S3 A I X V 3 3 <3 O - O 0 8 CI 



RESULTS OF SURVEYS 


129 

It is observed that, if we cousidei only the average acreage foi all the 
cultivators in each asset group, the borrowing from co-operatives per 
acre goes up from Rs 1 81 in the lowest group to Rs 7 33 in the top- 
most It would however be more appropriate to consider, not the 
average acreage for all cultivators in a group, but that for the culti- 
vators borrowing from the co-operatives Unfortunately, however, 
this information is not available 

6 We also present in Table 4 state-wise data which would help 
to show the share of cultivators of different groups in the borrowings 
from co-operatives, togedier with the ‘ coefficients of concentration ’ 
of (i) co-operative credit and ( 11 ) assets, wluch have been arrived at 
as a statistical measure of the extent to which the distribution of the 
characteristic (asset or borrowing from co-operatives) is concentrated 
among the different members of a group A coefficient of zero would 
imply equal distribution among all the members while a coefficient 
of unity would be associated with a case in which the value of the 
characteristic is attributable to only one member of the group From 
the data so presented, it is seen that the coefficient for Andhra Pradesh 
is the highest while that for Assam is the lowest This would suggest 
that the distribution of co-operative credit was most uneven m Andhra 
Pradesh and least so in Assam, the remaining 13 states occupying an 
intermediate position As we have stated earher, no broad conclusions 
can be drawn from these data unless allowance is made for the manner 
in which the acreage is also distributed among different asset groups 
The data in regard to Gujarat and Maharashtra seem to suggest that 
the concentration of co-operative credit m the higher asset groups 
was characteristic even of the areas where the crop loan system was 
in vogue, as the quantum of loan was based on the acreage cultivated 
and the individual maximum borrowing power was absent or ineffect- 
ive In Maharashtra, for example, 40 per cent of the total borrowings 
from co-operatives have gone to cultivators with assets of Rs 20,000 
and above and 20 per cent each to those in the ranges of Rs 5,000 
to Rs 10,000 and Rs 10,000 to Rs 20,000 So far as concentration 
of assets is concerned, the coefficient is high in Kerala, Bihar, Andhra 
Pradesh, Madras and Mysore while it is relatively low in Punjab, 
Jammu and Kashmir, Assam and Orissa So far as concentration of 
co-operative credit is concerned, it is highest m Andhra Pradesh, 
followed by Bihar, Mysore, Madias and Mahaiashtra A relatively 
lower degree of concentration is found in Assam, Punjab and Orissa 
If the states are arranged side by side with coefficients for assets and 
co-operative credit m descending order, it is seen that, broadly, the 
group of states in which the distribution of assets is most uneven, 
or where there is a concentration of assets, is also the group which shows 
a marked concentration of co-operative credit and vice versa 
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RESULTS OF SURVEYS 1 3 1 

Although not much weight can be attached to it in view of the 
limitations to which we have referred earlier, such a comparison does 
suggest an indirect relationship between concentration of assets and 
that of co-operative credit 

7 We shall have occasion to return to this subject m a later section 
of this chapter as well as in the next chapter where other data which 
have a bearing on distribution of co-operative credit among different 
classes of cultivators are presented and discussed We shall tentatively 
note here diat, even if there is some justification for the larger amount 
which has gone to the bigger asset groups in absolute terms, the fact 
that (a) the proportion of households obtaining co-operative ciedit 
to the total cultivator households and (b) the proportion of those who 
obtain co-operative credit to those borrowing from any agency in- 
crease from gioup to group along with the size of assets does suggest 
that the smaller cultivators are indeed handicapped in having access 
to co-operative credit 


Purpose-wise Break-up 

8. The available data on tins subject are summarized m the following 
table 


Table 5 

Purpose-wise Borrowings prom Co-operatives during 1961-2 


Percentages 


Stale 

Capital 
Expenditure 
ui Farm 

Current 
Expenditure 
in Farm 

Other 

Expenditure 

(1) 

(2) 

(3) 

(4) 

Andhra Pradesh 

24 21 

21 99 

53 80 

Assam 

34 44 

57 33 

8 23 

Bihar 

14 58 

58 50 

26 92 

Gujarat 

21 57 

71 92 

6 51 

Jammu and Kashmir 

14 16 

2 43 

83 41 

Kerala 

9 93 

8 65 

81 42 

Madhya Pradesh 

42 85 

46 07 

11 08 

Madras 

19 71 

39 00 

41 29 

Maharashtra 

5 88 

84 07 

10 05 

Mysore 

14 31 

66 08 

19 61 

Onssa 

41 03 

6 04 

52 93 

Punjab 

46 88 

11 38 

41 74 

Rajasthan 

12 78 

73 74 

13 48 

Uttar Pradesh 

25 72 

28 22 

46 06 

West Bengal 

7 46 

83 28 

9 26 

All-India 

20 83 

50 16 

29 01 


Source AU-India Rural Debt and Investment Survey 
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is considered to have gone to meet capital expenditure on the farm. 
It is also possible that even where co-operative credit was not m the 
form of term loins, short-term ciedit was used to finance capital ex- 
penditure on the firm through some adjustments or as a result of 
misutihrution 


I A D P Sui.fiS 

10 More recent dita in ug ud to the role of co-opeiatives in meeting 
the crulit needs of culm uors are a\ nlable from the field studies 
conducted at our mst nice m 7 selected 1 VDP districts by the Division 
of Rural Survcvs of the Reserve Bank of India Howevei, as only two 
villages \% ere studied in each district and the investigation covered a 
small v unplc of onlv 30 cultivators selected on the stratified random 
sample basis representing large, medium and small cultivatois, it would 
not be eoirect to draw more than limited conclusions fiom this study 
The data, however, are botli interesting and iclevant to the extent 
dint tliev are illustrative of the conditions obtaining in the selected 
areas covered by the Package programme 

1 1 The data on the pi oportion of families repoi ting (i) membership 
of co-operatives and (u) borrowings from co-opeiatives aic presented 
in Table 6 It is seen that two-durds or moie of the cultivatois were 
members of co-operatives in the villages mall the districts except Aligarh, 
vdiere, in the two selected villages, the proportion was less than 50 
per cent Membership of go per cent or moie was reported in both 
the villages of Thanjavur and one village in Ludhiana As for the 
distribution of mcmbeiship among the different classes of cultivators, 
the proportion was generally found to decline as the size of holding 
went down except in Pali More significant, however, is the proportion 
of cultivators who obtained credit fiom co-operatives The proportion 
of such families to the total was significantly large in both die villages 
in Ludhiana and in one of the villages in each of die distncts of Mandya, 
Raipur and Thanjavur The number of borrowers fiom co-operatives, 
again, generally showed a decline vvidi the size of holding 

12 The amount borrowed from co-operatives in relation to total 
borrowings for different groups of cultivators is shown in Table 7 
It is observed diat the proportion of co-operative borrowings was high, 
again, in both the villages of Ludhiana and Shahabad as also in one 
village each in Mandya, Raipur and Thanjavui Fifty pci cent or 
more of the bon ow mgs in each case was fiom co-opeiativcs, the 
proportion being the highest in one village in Thanjavur where the 
co-operatives accounted for the entire borrowings of the selected 
cultivators In the other village from Thanjavur, the bonowings 
from co-operatives were large, but the piopoition was small in view 



Proportion of members to total selected families 

Proportion of families reporting borrowings to total selected families 





o o co co co co 

O O 4* CO ►— K5 

O O Clio '“*1 03 


tn 4v 
CO 44 

to 4*. 


CO 

CO o 


CO o 
CO o 


tn 44 
tn 44 


to tn to o 0 4 4 


cn tn tn tn sitn to ho 

cn tn tn cn 4 * o o *— 

-4 CD 44 tn OtD CO 1X3 


*1 

CD 


CD O hO S3 


o o cn cn 
o o ro cn 


tn tn 
O •»> 


-4 CD 
tn cn 


o 
tn o 


tn cn 

O CT) 


OO tn^J O tn O-vi on O Oo O -4 


oo id 44 044 cn — 




•■4 -4 •— 


(ji 4*- 
44 f>3 

Oi CD 


tn cn 
co cn 


tn to 
o to 


to o *4 


hO ND 

ro K3 


wvi o to cn co ro no 


— tn 


OO 44 'J 


co -4 ro 03 


tn o 
© © 


44 ro 

*— ro 

cn 4» ro 


it 


44 -vj id >0 ro »— 




( 1 ) saAixvaadO-OD 


Wj 


1N3HSSHESV 3AIiViIXNVfl'B 


Tad ll G 

Cultivators Rliortino Membership and Borrowings from Cooperatives (19G5-6) 



RESULTS OF SURVEYS 


135 


Table 7 

Proportion of Borrowings from Co-operatives to Total Borrowings (1965-6) 

Percentages 


District and Villages 

Largs 

Medium 

Small 

Total 

( 1 ) 

( 2 ) 

( 3 ) 

( 4 ) 


Aligarh 


Aichana 

21 3 

38 4 

19 3 

32 5 

Narauna 

49 7 

30 2 

47 3 

42 8 

Ludhiana 

Gaurugarh 

53 6 

75 7 

83 1 

65 0 

Jodhan 

67 4 

72 3 

56 4 

67 6 

Mandya 

Ganjigerc 

— 

— 

— 

— 

Kcnnelu 

61 3 

59 0 

68 5 

60 6 

Pah 

Bcrkallan 

9 7 

9 2 

44 0 

11 7 

Nadol 

10 8 

22 8 

55 0 

18 3 

Rmpur 

Belha 

87 5 

75 1 

100 0 

84 7 

K.ondapar 

48 4 

8 5 

21 4 

24 6 

Shahabad 

Baraon 

86 3 

22 1 

— 

63 5 

Dalsagar 

86 7 

57 2 

29 1 

69 7 

Thantavur 

Pulavankadu 

43 0 

21 0 

100 0 

31 1 

Thirukkodikaval 

100 0 

100 0 

' 

100 0 


of the substantial amount lent by government in this area The distri- 
bution of co-operative credit among the three classes of cultivators 
showed that, by and large, m those districts where the role of the 
co-operatives was significant, the share of the small cultivators was 
proportionately about the same as that of the larger and medium 
cultivators in the borrowings from the co-operatives This was however 
not true of the villages from Shahabad where the borrowings from 
co-operatives went overwhelmingly to the large cultivators or of Pah 
where the medium and small cultivators obtained a proportionately 
larger paxt of the credit from co-operatives It may however be noted 
that the latter was a district m which the level of co-operative lending 
was the lowest among all the selected districts 

13 For assessing the role of co-operative credit in this context, 
we may examine the part played by the co-operative agency in meeting 
the credit needs of the ‘ participants ’ of the intensive agricultural 
programme A ‘ participant ’ was defined for purposes of the survey 
as one who had adopted at least one of the three improved practices, 
viz , the improved seed, fertilizer and pesticides, whether or not a 
farm production plan had been drawn up for him The investigation 
showed that, except in Raipur, the bulk of the current farm expendi- 
ture of paiticipants was met from their own funds Almost the entire 
borrowings for this purpose came from the co-operatives m the villages 
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Table 8 

Co-operative Credit for Seeds, Fertilizers and Pesticides and ‘ Other Cash 

Expenditure ’ (1966-7) 

(In percentage of the expenditure on the iteii) 


District 

Participants — 

High-julding Vanities 

jVon-parhapants — 

Other Varieties 

Seeds 

Fertilisers 

and 

Pesticides 

Other 

Cash 

Expenditure 

Fertilizers 

and 

Pesticides 

Other 

Cash 

Expenditure 

(1) 

(2) 

(3) 

(B 

(5) 

(6) 

Aligarh 

1 17 

6 52 

_ 



_ 

Cuttack 

74 41 

83 55 

62 72 

— 

— 

Emakulam 

8 25 

23 38 

12 66 

13 82 

8 37 

Kamal 

12 14 

14 22 

— 

— 

— 

Kolaba 

95 34 

100 00 

20 38 

78 07 

6 95 

Krishna 

57 75 

52 26 

42 06 

64 89 

23 03 

Mehsana 

21 58 

75 06 

I 38 

— 

4 33 

Thanjavur 

4 45 

30 54 

11 20 

29 20 

2 77 


-Vote Inclusive of direct government credit, institutional credit was 64 72 per cent in 
respect of fertilizers and pesticides in Aligarh, and 42 14 and 13 37 per cent for seeds 
in Aligarh and Kamal respectively 


non-participants, this proportion was high in Kolaba and Krishna 
Co-operative credit played no part in meeting these oudays in the 
case of non-participants m the districts of Aligarh, Cuttack, Kamal 
and Mehsana Government contributed to the programme significantly 
in Aligarh, in regard to the financing of the purchase of seeds, fertili- 
zers and pesticides by the participants Thus, in terms of expenditure 
on the purchase of distinct categories of items, the proportion met by 
co-operative credit was larger in respect of seeds, fertilizers and pesti- 
cides than in the case of other items 


Assessment Based on Co-operative Statistics 

15 ^Vhde the data avadable from the All-India Rural Debt and 
Investment Survey and other studies, which we have presented m the 
earlier paragraphs, indicate to some extent the progress made by 
co-operative agricultural credit smee the AU-India Rural Credit 
Survey, it is necessary to supplement this review with a further assess- 
ment on the basis of the latest statistical data avadable in regard to 
the working of co-operative credit institutions from the Statistical 
Statements relating to the Co-operative Movement in India published by the 
Reserve Bank on the basis of data received from the Registrars of 
Co-operative Societies The latter bring the account up to 1966-7, 
while the data of the Survey show the position only as m 1961-2. 
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Tabu; 9 


1’roori-vs or Co-ortRAnvc Credit — (Contd ) 



1951-2 

1560-61 

1965-6 

1966-7 

1967-8 
( Prousional ) 


(0 

(2) 

(•») 

(1) 

(5) 

C&J~1 Cz-kjJT w, ut B~Jis 

Number 

509 

( Vmonnia in crorcs of rupees) 

j 90 3 lb 316 

339 

Number cf off ccs 

779 

1,445 

2,475 

2,6-18 

2,825 

bharc carnal 

(Of which Con cramcnl coninbu- 

LGT) 

5 

39 

76 

86 

101 

(-) 

(101 

(191 

(22) 

(27) 

Remo 

5 

12 

26 

30 

35 

Total owned fundi 

10 

51 

102 

116 

136 

Drf~i i«j 

From co-opcraii\ c\ 

11 

15 

105 

115 

122 

Fre-n others 

27 

67 

132 

144 

169 

Total 

38 

112 

237 

259 

291 

L -it td 

For agr cultural purposes 


2 13 

454 

483 

528 

For ton agricultural purpose! 


110 

228 

179 

239 

Total 

106 

353 

682 

662 

767 

Loam culsta idmg 

36 

220 

433 

199 

517 

Ovcrducs 

5 

27 

87 

124 

131 

Percentage of overdue! to out 
itardmg loam 

13 3 

12 5 

19 9 

24 9 

24 0 

•Shr-r Cs-c/rmi 1 Barks 

Number 

16 

21 

22 

25 

25 

Share capital 

2 

18 

29 

31 

35 

(Of which Government contribu- 
tion) 

(-) 

(G) 

(10) 

(10) 

(12) 

Reserva 

2 

6 

16 

25 

30 

Total owned fundi 

4 

21 

45 

56 

65 

Drpaiits 

From co-operatives 

0 

4-1 

100 

95 

127 

From others 

13 

28 

47 

52 

53 

Tola] 

21 

72 

147 

147 

180 

Loans cdzarxtd 

For agricultural purposes 


189 

266 

341 

494 

For non-agncultural purposes 


69 

180 

92 

117 

Total 

55 

258 

446 

433 

611 

Loam outstanding 

20 

167 

308 

325 

359 

Overdue! 

3 

7 

9 

17 

17 

Percentage of overdue! to out- 
standing loans 

16 1 

4 2 

3 0 

5 2 

4 7 

Borrowings from Reserve Bank 

7 

114 

166 

163 

167 

Central Land Dculopnunl Banks 
Number 

6 

18 

18 

19 

19 

Number of primary land develop- 
ment banks 

289 

463 

673 

707 

719 

Number of offices of central land 
development banks 

Total debentures outstanding 

8 

37 

350 

178 

397 

232 

428' 

Total debentures issued during 
the vear 


10 

50 

58 

72 

Total loans issued 

3 

12 

56 

59 

86 

Overdue! 

0 04 

1 2 

3 0 

4 5 

3 5 

Percentage of overdue! to out- 
itanding loans 

0 4 

3 3 

1 9 

2 2 

1 2 


1 As on 1 July 1968 
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(v) As a result of this increase in total lending, the average lending 
per member and per society also recorded an appreciable rise despite 
the rise in the number of members and of societies The loans ad- 
vanced per member, which had been only Rs 51 in 195 1-2, rose 
to Rs 143 by 1967-8, and the average per society, from Rs 2,243 
to Rs 23,184 Though not equally striking, there was also a rise in 
the averages of share capital as well as deposits per society, the 
former from RS827 to Rs 8,236 and the latter from Rs 408 to 
Rs 2,783 

(vi) That all this was not, however, accompamed by corresponding 
improvement in qualitative terms is evident from the overdues which 
have tended to increase The proportion of overdues to outstanding 
loans, which had been 25 3 per cent in 1951-2, came down to 20 3 
per cent in 1960-61 but rose steeply thereafter to 33 5 per cent 
in 1966-7 At the end of 1967-8, the proportion was still high at 
30 2 per cent 

(vu) Significant progress was also witnessed at the level of central 
co-operative banks As a result of the efforts for rationalizing the 
structure at this level with a view to having only one ccntr ll bank 
in each revenue distuct, their total number was brought down 
fiom 509 in 1 95 1 -2 to 339 in 1967-8, notwithstanding the bifurcation 
of some districts and the establishment of new central banks in some 
places which had been previously served by branches of die apex 
banks The number of central banks with a loan business of Rs 1 
ciorc or moie, considered the appropriate norm for viability, was 
178 on 30 June 1968 In odicr words, roughly one out of every 
two cential banks was viable Much progress was also made in the 
opening of new branches From 779 in 195 1-2, die number of 
offices of central banks rose to 1,445 bv 1960-61 and to 2,825 by 
1967-8 Their deposits also showed a substantial growth from a 
meagre level of Rs 38 crores in 195 1-2 to Rs 291 crores in 1967-8 
The volume of credit dispensed by diese institutions also rose ap- 
preciably, as indicated by the increase, between 195 1-2 and 1967-3, 
in the volume of loans outstanding at the end of the 7 car, from 
Rs 36 crores to Rs 547 crores At the level of the centr ll banks too, 
the oveiducs position relatively improved shghtl) up to 1960-61 
but has deteriorated stceplv thereaiter, dieir proportion to out- 
standings reaching an almost record level of 2^ 9 per cent in 

1966- 7^ 

(tin) Sinular trends were witnessed 111 respect ol state co-oper itnc 
banks The increase 111 their number from 16 m 195 1-2 to 25 1:1 

1967- 8 lesulted mamlv from thecreiuon of new states and cstab! sh- 
meiit of new b inks in the union territories Depo.its ol a~>ex ba 1 .s 
too went up from Rs2t erorca to Rs 180 crores between 1951—2 
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Table 10 

Number op Primary Agricultural Credit Societies and their Coverage 
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ASSESSMENT BASED ON CO-OPERAUVE STATISTICS I45 

The coverage of villages by active societies was thus only 81 7 per 
cent for die country as a whole, reflecting die fact diat as many as 14 
per cent of die societies were doimant The leading states in regard 
to co\ erage of % lllagcs by active societies were Maharashtra (98 per 
cent), Madhya Pradesh (94 per cent) and Gujaiat (92 per cent) 
There was however a big gap, in some states, between the coverage 
\\ ith reference to all societies and diat on the basis of active societies 
In Tamil Nadu, while die former was 100 per cent, the latter was only 
54-8 per cent I11 Kerala, die respective proportions were 99 7 per cent 
and 75 2 per cent Similarly, in Andln a Pradesh, the coi responding pro- 
portions were 89 7 per cent and 75 4 per cent The covei age of villages 
by acme societies was 56 9 per cent m West Bengal and 65 1 per 
cent in Rajasthan It was poorest in Assam (32 8 per cent) As between 
1960-61 and 1966-7, progress in this respect has been impressive 
in Bihar, Madhya Pradesh, Orissa, Rajasthan and West Bengal 
In contrast, dicre was deterioration in Assam, Kerala and Tamil 
Nadu 


Coverage oj Households 

20. For assessing die coverage of die rural population by the co- 
operatives, it has been die practice to multiply die figure of membership 
by 5 and then express this as a proportion of the rural population 
as has been done in para 16 (tit) It is however more significant, in 
some ways, to consider die coverage in relation to the number of 
households and further, if possible, separately for the cultivator house- 
holds and die non-cultivator households Separate estimates in regard 
to households of diese two categories are available fiom the All-India 
Rural Debt and Investment Survey for 1961-2 but not for more recent 
years The rate of increase in the rural population foi each year has, 
therefore, been calculated on die basis of the figures given in the 
statistical statements on co-operative credit brought out by die Depart- 
ment of Co-operation of the Union Ministry of Food, Agriculture, 
Community Development and Co-operation and it has been assumed 
that this is also the rate at which the number of rural households 
increased during the particulai year We have assumed, in effect, 
that the proportion of cultivator to non-cultivator households has 
remained unchanged during the years since 1961-2 and that the 
number of households goes up at the same rate as the rural population 
The figures of cultivator and non-cultivator households in the rural 
areas thus derived have been used to assess coverage both m terms of 
the members and borrowing members of co-operatives 

21 It is obvious that there is a significant difference, from the 
point of view of co-operative coverage, between cultivators and 
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ASSESSMENT BASED ON CO-OPERATIVE STATISTICS 1 47 

Table 12 

Coverage of Rural and Cultivator Households 


Membership of Co-operatives as Percentage of 

State/ Union Territory Rural Households Cultivator Households 



1960-61 

1965-6 

1966-7 

1960-61 

1965-6 

1966-7 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Andlira Pradesh 

23 0 

25 7 

26 0 

35 2 

39 4 

39 8 

Assam 

13 1 

13 8 

13 1 

17 4 

18 4 

17 4 

Bihar 

12 6 

19 2 

19 0 

16 1 

24 6 

24 3 

Gujarat 

30 2 

35 1 ' 

35 7 

44 5 

51 9 

52 7 

Jammu &. Kashmir 

45 1 

48 5 

47 4 

49 4 

53 3 

52 0 

Kerala 

32 2 

45 7 

47 7 

40 0 

56 8 

59 3 

Madhya Pradesh 

16 0 

26 3 

27 9 

20 4 

33 4 

35 5 

Maharashtra 

33 1 

43 8 

44 7 

48 5 

64 2 

65 5 

Mysore 

35 5 

39 8 

39 8 

48 4 

54 3 

54 3 

Orissa 

12 2 

21 6 

23 3 

17 2 

30 3 

32 7 

Punjab 

47 0 

57 8 

49 3 1 

79 8 

98 2 

83 7 1 

Rajasthan 

21 5 

28 0 

28 6 

24 8 

32 3 

33 0 

Tamil Nadu 

37 9 

64 6 

52 3 

60 2 

100 0 

83 1 

Uttar Pradesh 

27 6 

37 2 

37 3 

34 6 

46 5 

45 1 

West Bengal 

12 8 

15 6 

16 3 

19 1 

23 3 

24 4 

Andaman &. Nicobar 







Islands 

10 0 

7 7 

7 7 

16 7 

12 5 

12 5 

Delhi 

46 9 

51 9 

61 5 

100 0 

100 0 

100 0 

Goa, Daman & Diu 


49 1 

51 7 


81 4 

85 7 

Himachal Pradesh 

27 7 

45 9 

64 1 

31 0 

51 4 

72 1 

Manipur 

11 9 

27 7 

27 4 

15 0 

35 1 

34 6 

Pondicherry 

15 5 

20 7 

22 2 

60 0 

80 0 

87 5 

Tripura 

23 7 

31 3 

28 9 

33 6 

44 3 

41 3 

All-India 

24 8 

33 7 

33 1 

33 8 

45 9 

44 8 


1 Includes data for Haryana 


cultivator households and others is available F urther, it may not provide 
a meaningful picture to relate the total membership to cultivator house- 
holds for, in many cases, a large number of non-cultivators were enrolled 
as members merely to fulfil certain targets and, as earlier pointed out, 
figures have also been inflated to some extent by the enrolment of more 
members than one from the same family Nevertheless, it is of some 
significance that the proportion of membership to cultivator households" 
rose, for the country as a whole, fiom 33 8 per cent in 1960-61 to 
44 8 per cent m 1966-7 ( vide Table 12) In 1966-7, the proportion 
was more than 83 per cent m Tamil Nadu and Punjab The other 
states wheie achievement in this respect was prominent were Maha- 
rashtra (66 per cent), Kerala (59 per cent), Mysore (54 per cent), 
Gujarat (53 per cent) and Jammu and Kashmir (52 per cent) The 
proportion did not exceed one-quarter in the states of Assam, Bihar 
and West Bengal 




sipjrj 68 sq; oj asrajout juanbasqns r <q jtjjo sen. srqj jnq ‘b-fgGi ui 
EiIYCi gi rq oj ig-ogGi in sqqrj ri rq uiojj paouu\pr <airoj Tip ui 
auqoap r sum. ajoip ‘uisssy uj jro\ jvou aqj ut jdyoj jrtp jr scq jo 
ojoui pourcuiaj pur sojojd Gb 8 s"d oj pajunouir G-IgGi ui p->ouu\pr 
suroj aip jrSuag; jsa^ ui ‘jaipjnq jmiqsr^j pur nuruiif ut djojd 
6G o sqj oj ojojd 68 o ry; uiojj pur qsapuqj jtjjpj ut sojojd qb i b sq 
oj sojojd 8i 8^ uiojj ‘nprjq jruirx ui sojojd ro o£ rvj oj sojojd 
rr it sqj uiojj ‘qsoprjq rjqpuy in sojojd 88 8 1 ^<i 0: sojojd i i Gr sqj 
uiojj painjoap poourApr suroj jrjoj aip ‘g-Gg6i pur b-8g6i uoowpg 
sojrjs urrjJOD ui sjraA juodoj ui pootjou puojj Sunitjoap otp si jdij 
Suqutoddrsip jsoui aip ‘pauiaouoo OJr soqoioos jrpojo jrjnqnouSr 
Airuiud otp Aq poourApr suroj jrjoj aip sr jtj og bi ojqrjL ut pajuosajd 
ojr qoiqAY oj pjrgaj ui rjrp ‘suoijuiado Suipuaj aip oj ojrjaj jtpojo 
OAqrJodo-oo jo aouriujojjad aip jo sjojrotpui jofrui jatpo aqj, gr 

ruvoj vu?)-mmp?j\- puv V°y$ 


(juao jad r 6) 

jrSuag; jsa^ pur (juaa jad g 6) nrqjsrruq ‘(juao jad g 8) orqtjj 
‘(juao jod £ £) uirssy ojoay ‘spjoqasnoq JojrAijjno aip jo ipuaj r ua\o 
ajnjijsuoo jou pip sjaquiatu Sumojjoq ajaqAY ‘sajrjs padojaAap ssaj aqx 
nprjq Jiuirj, pur ajosAjy ‘qsaprjq rAqprj\j ‘rjrjoAj m juao jad or 
punojr stay uoqjodojd stqj, (juao oad £ Zr) jurcfriQ pur (juao jad 
L bS) rjjqsrjrqrjq auioo ssaiSojd jo japjo m jvajq spjoqasuoq jojua 
-ijjno aqj jo juao jad £ iG Sinjnjqsuoo sjaquioin SuiAYOJJoq aip ipm 
‘pajnsrain os agrjaAoo oaijoojp jo Jojjrui aip ui spraj qrfunq ‘A-gg6i 
joj sajrjs jrnpiAipui jo uoqtsod aqj japtsuoo oj^ jraA Suiayojjoj oip 
ui juao jad 8 Li oj laqjjnj pur g-Gg6i ui juao jad i 6i oj pauqoap 
b-8g6i pur ig-og6i uaaAYjaq juao jad r or oj juao jad 8 £1 uiojj 
paAOjdun prq qorqAY spjoqasnoq jojr aujud pajrunjsa aqj oj sa njuiado 
-on jo sjaqmatu Sumojjoq jo uoijjodojd aqj, sajrjs jaipo aypj r m 
‘juajxa jojjnus r oj ‘pur nprjq jnurj^ pur qsapr j<j Jrjjpj ‘jiuiqsrAj pur 
nuitnrf ‘urrssy m pouad snp Suunp auqoap jrjruns r stay ajaqx 
A -9961 m juao jad L 68 oj 19-0961 ui juao jad g rG jnoqr uiojj 
rrpuj-jjr joj UAYop juoay uoqjodojd aqj jrqj uaas oq jjiay jj jjoay sr 
sajrjs jrnpiAipui jrjaAas ui jnq ajoqAY r sr AJjunoo aqj joj Ajuo jou 
‘sanpjaAO jo asnroaq ‘auqoap aqj no uaaq srq diqsjaquiaiu jrjoj oj 
sjaquiatu SuiAYOJJoq jo uoqjodojd aqj ‘pajrjs Aprajjr sy spjoqasnoq 
JOjrAijjno oj sjaqraam Sumojjoq jo uoqjodojd pur sjaquiaiu jrjoj oj 
sjaqmatu SuiAYOjJoq jo uoruodojd aqj oj pjrSaJ ui rjrp aip sayoijs 
£1 ajqrp dnjsjaquiaux SuTAYOJJoq jo suuaj ui agrjaAoo aAqoajja si 
drqsjaqmatn Aq agrjaAoo jrmuiou ajaiu urqj jurjjodun ajojq Gr 

(fnjs-jpquujY Sinmouog 

XK3KSS3SSV 3AIJ.V J.I IN Vfl(3 (i) S3AIXV33JO-OD 8^* 



Borrowing Members and Coverage or Cultivator Households 

late/ Union ' Pc,ccnta £ e of Borrowing Members to Total Membership Percentage of Borrowing Members to Cultivator Households 

Territory 1960-61 1963-4 1964-5 1965-6 1966-7 1960-61 1963-4 1964-5 1965-6 1966-7 
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Relates to 19GG-7 as the figure for 1967-0 is not available * Includes data for Haryana 

Relates to 19G2-3 as the figure for 1963-4 is not available 


% =L§ i! ~ 
| of *- 


> 

£. C - 


! 2 .C 

v 

-3 


O-f? 

g-e 


NJ o o o o o o 


o o o o o © © 


WOsCMC 


“ ooooooo 


OOOKlOOO 

co ofo-A-ao 
03 ci on co cn o — nj 


2 


oooo o© 

►— ho «— N3 On O 
©0 — 03 -f* g 


o o © o © o © 

►— 03 — 03 © V © 
lO 03 © — — 


© o o © © o © 


©o o a^o© © 


Isfj 5 

S 5 l 


s-s 

f 

2 

3 

S’ 


rnp 
= sTJ - 


g§t 


' V - s 
C- Q- 

-3 c 


© 

0 


5 — MCvJO - ©©CCOONT*— — 
3 CON 3 ©© 03 C 303 ©^-tOVOO>Cl — 


03 03 N3«sJ03— — 

© N3 — © NO CO fO Cl Cl 03 ~ ‘ ' 


Cl S3 ~ CO 


© CO O CO 03 — WUiCDK)^ - Ci^ 

jMjjoca'jowtn^wooJwciCi 


-U 03 A — N3C3^~ Ah- — 
0 ^- 000 ^WUi^*-C 3 QKlCa 


tore — — — NS N3 

03 Ci 0 TC 3 O 4 »-©NSC 0 Cn — © N 3 — — 

** 4 v 4 03 03 — <—©©©•— .-so©©-**. 

a 4 ^N; 4 ^o^->ia' 4 i^uifcytc~ 


© © ■ 


* rw MCI W ►- u< ,x - 


4 ^CP© 0 n© 03 ©*^©^en — 

— *»4 — ©©~jCr»©Cr»©Cn 4 *. < 'J©© 


© O* **4 C 3 — N 3 * 3 ».©*oai.© 4 wN 3 
i.K:WOC 30 W-C:OCO:LnroCl 


vlMOWWvjOlOMC3K5C3vlA.O 

kj — — co © © © © os — co © © © © 


— cn oc — a ~. © — © ~- ©•— H 

0 JN 3 C 3 “UlD 03 tntnU'^MU 0 .O 

oooe-go-oNowc-S 


2 ^ 


Y* 


9 


I 

VI 


s ^=> 

1? 

5 Co 


© 

a 


9 


§ s 




iN 3 I\SS 3 SSY JAUVXIXNVnS (i) S 3 A I X V 3 3 d O - O 0 


0 S 1 


Taule 1 1 

lX>Mi OlERATlOIl OK PlllUAKY AGRICULTURAL CREDIT SoOCTltJ 



ASSESSMENT BASED ON CO-OPERATIVE STATISTICS 151 

in 1965-6 7 lu. other states however legistered fairly significant in- 
creases The following } eai , 1966-7, showed a slight decline in Gujarat, 
Rajasthan and Uttir Pradesh and a moderate progress in all other 
states Maharashtia, Gujaiat, Madhya Pradesh and Punjab showed 
substantnl progiess 111 die last few ycais Among die odier states 
where die progiess of co-operative cicdit had been previously poor, 
Bihar showed an improvement Com Rs 5 25 crorcs m 1963-4 to 
Rs 12 15 crorcs in 1966-7, Orissa fiom Rs 5 03 crores to Rs 8 30 
crorcs and Rajasthan from Rs j. 99 crores to Rs 6 98 crores. West 
Bengal recorded an increase fiom Rs 6 39 ciores in 1963-4 to Rs 9 94 
crores in 1966-7 Fiom the available data foi 1967-8, it will be 
observed that, except foi West Bengal, the advances showed a rising 
trend which was 1 datively more pronounced m Madhya Pradesh, 
Maharashtra and Punjab 

27 Two facts stand out from tins brief review Firsdy, die progress 
of co-operative credit continues to be uneven as between different 
states Secondly, the lack of impressive progress was not restricted to 
relativ ofy less developed states such as West Bengal and Jammu and 
Kashmir but extended even to Andhra Pradesh, Tamil Nadu and 
Uttar Pradesh, which had earlier been considered to be relatively 
advanced in this aspect 


Overdues 

28 Repayment performance was poor and deteriorating m almost 
all die states except Punjab and to a limited extent Rajasdian, between 
1 963-4 and 1965-6 Tins trend continued in 1966-7 except for some 
reduction from their earlier lugh levels of oveidues m Assam and 
Jammu and Kashmir and a slight improvement m Keiala State- 
wise details are given in Table 15 To consider first the states 
where overducs had always been considered to be lugh, the 
proportion of overducs to outstandings went up from 28 per cent 
m 1964-5 to 35 2 per cent m 1966-7 in Bihar, from 19 7 per cent 
to 33 9 per cent in West Bengal and from 15 6 per cent to 
39 8 per cent in Orissa Assam continued to show the most unsatis- 
factory record with overdues at a level of 89 per cent up to 1965-6 
but recorded an improvement m 1966—7, with the proportion being 
brought down to 62 5 per cent, which was stdl higher than that for 
any other state There was an alarming increase m the proportion of 
overdues from 37 4 per cent in 1964-5 to 63 3 P er cent in the following 
year in Jammu and Kashmir but this was followed by an improvement 
to 40-2 per cent in 1966-7 Andhra Pradesh witnessed a continuous 
increase in the level of overdues from 1963-4; a level of 41 6 pei cent 
of outstandings being reached in 1966—7 Similar was the case with 
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9 43 lakhs to 29 28 lakhs, loans advanced to such members from 
Rs 1 2 crores to Rs 58 crores and loans outstanding, from Rs 38 crores 
to Rs 209 crores During 1967-8, the loans advanced to individuals 
showed a further rise to Rs 85 crores Table 16 gives state-wise partic- 
ulars of long-term loans advanced by land development banks The 
approximate coverage of rural households is estimated to have gone 
up between 1960-61 and 1966-7 from 1*2 per cent to 2 1 per cent 
Though all the states have shown improvement, only a few of them 
account for the bulk of the credit dispensed Thus out of the loans of 
Rs 85 crores advanced by the land development banks in 1967-8, 
a sum of Rs 52 crores was accounted for by only four states, viz , 
Rs 20 crores by Maharashtra, Rs 1 a crores by Andhra Pradesh, and 
Rs 10 crores each by Gujarat and Uttar Pradesh 

Table 16 


Loans Issued by Central Land Development Banks and Primary Land Development 

Banks to Individuals 1 

Rs Crores 


State j Union Territory 

1960-61 

1963-4 

1964-5 

1965-6 

1966-7 

1967-8 

(Provisional) 

a) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 


Andhra Pradesh 

1 

76 

4 

17 

4 

41 

12 

79 

10 

56 

11 

95 

Assam 

0 

02 

0 

01 

0 

02 

0 

03 

0 

04 

0 

06 

Bihar 

0 

03 

0 

10 

0 

16 

0 

28 

0 

66 

2 

05 

Gujarat 

3 

79 

6 

54 

7 

07 

10 

46 

8 

69 

9 

57 

Jammu & Kashmir 




0 

05 

0 

08 

0 

05 

0 

13 

0 

38 

Kerala 

0 

20 

0 

57 

0 

76 

0 

91 

1 

13 

0 

92 

Madhya Pradesh 

0 

07 

0 

88 

1 

53 

1 

88 

1 

72 

3 

50 

Maharashtra 

2 

15 

10 

69 

14 

93 

15 

24 

14 

02 

19 

74 

Mysore 

0 

97 

1 

66 

3 

07 

3 

71 

4 

71 

8 

95 

Onssa 

0 

13 

0 

50 

0 

73 

0 

67 

1 

07 

1 

42 

Punjab 

0 

31 

0 

93 

1 

15 

1 

75 

2 

22* 

7 

27* 

Rajasthan 

0 

05 

0 

09 

0 

18 

0 

32 

0 

66 

1 

49 

Tamil Nadu 

2 

02 

3 

26 

3 

60 

3 

30 

4 

16 

6 

19 

Uttar Pradesh 

0 

03 

0 

72 

1 

25 

5 

97 

6 

99 

10 

27 

West Bengal 

0 

10 

0 

30 

0 

45 

0 

45 

0 

58 

0 

74 

Himachal Pradesh 



0 

04 

0 

06 

0 

09 

0 

13 



Pondicherry 

0 

008 

0 

003 

0 

04 

0 

06 

0 

07 



Tnpura 

0 

004 

0 

004 

0 

005 

0 

005 

0 

005 



All-India 

11 

61 

30 

51 

39 

48 

57 

96 

57 

55 

84 

74 


1 Including land development sections of central bants 
* Includes data for Haryana 


Loans per Head of Rural Population 

30 It is not strictly meaningful to compare the absolute amounts 
of co-operative credit advanced between the various states as they 
differ in their size and agricultural conditions. If it were possible, a 
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dnrd highest is the figuie of Rs 1,028 ol Mysore Among the states 
Much are relatively less developed, Oussa leads with Rs 340 and 
Rajasthan, Uttar Pradesh and West Bengal show slightly bettei results 
dian Assam and Bihar which recoid the lowest levels of deposits 
So far as the primaries aie concerned, the highest figure is that of 
Punjab at Rs 538 This is followed by Kerala with an average of 
RS313 which Mould have been higher still but for its high density 
of population Gujarat and Tamil Nadu aie two other states in which 
deposits at the primary level may be considered relatively significant 
Deposits in the primaries m all other states arc more 01 less negligible 
For the total deposits at the central bank and prunary levels taken 
together (which involve a small element of double counting), the 
picture is not much different from that for deposits of central banks 
alone Gujarat tops the list, followed by Maharashtia and Punjab 
Next come Mysore and Tamil Nadu, but with considerably lower 
levels of deposits to their credit 
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Apex Co-operative Banks 

3. A single apex co-operative bank had to be established for each 
state, either anew if none existed or by amalgamation, if two or more 
came into the area of a newly formed state on reorganization Where 
an apex bank financed individuals or societies direct, such busmess 
had to be given up, and its branches, if any, restricted to its head- 
quarters city The management of the apex banks had, where necessary, 
to be so modified as to give a dominant voice to the constituent central 
banks As a result of efforts in these directions, each state now has 
an apex co-operative bank and its woiking generally conforms to these 
requirements State co-operative banks which, in eaiher years, had 
been financing individuals on a large scale have gradually shed such 
busmess except for the Assam Co-operative Apex Bank which continues 
to advance substantial funds to individuals and tea gaidens As for 
management, representatives of central co-operative banks dominate 
the boards of directors of most apex banks It used to be true of certain 
states that elected directors had htde say m the running of the apex 
banks and that these institutions were headed or otherwise virtually 
run by government officials Though the position has generally im- 
proved in dns respect, die practice still obtains in Uttar Pradesh of 
the Registrar of Co-operative Societies being the chairman of the 
apex bank 

Central Co-operative Banks 

4 So far as cential banks are concerned, an important step towards 
promotion of viability has been to ensure tiiat their jurisdiction is not 
less than a district Programmes of rationalization based on this objec- 
tive are more or less completed The numbei of central banks, which 
had been as large as 509 at the end of 195 1-2, came down to 339 at 
the end of 1967-8 It was agreed at the time these plans had been 
drawn up that, in a few cases, if two or moie central banks already 
existed in the same district, they might not be disturbed, provided 
they had approached or attained viability There are, today, more 
central banks than one m 1 1 districts of Bihar, 5 distiicts of Punjab, 
4 districts of West Bengal, 3 districts each of Andhra Pradesh and 
Orissa, 2 districts each of Haryana and Tamil Nadu and one district 
each of Assam, Gujarat and Uttar Pradesh As for norms for tins 
purpose, ^t one time, a bank was considered viable if it commanded 
Rs 3 lakhs of share capital and reserves and Rs 20 to 25 lakhs of working 
capital It was decided a few years ago by the Standing Advisory Com- 
mittee on Rural and Co-opeiatrve Credit of the Reserve Bank, on a 
review of the changed situation, that a central co-operative bank, 
to be considered viable, had to command loan busmess of at least 
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OPERATIONAL POLICILS l6l 

Phe number of agricultural credit societies is to be reduced from i 75 
1 iklis at die end of June 1968 to 1 20 lakhs m the ne\t few years. Now 
diat confusion o\cr policy has been cleared, specific progiammes for 
reorganization aie being drawn up and the volume of co-opcrativc 
credit is expanding, an lncieasingly large proportion of the societies 
may be expected to attain \ lability m the near future Further, in 
1966-7, nearly one out of e\cry four agricultuial credit societies was 
engaged m die distribution of agucultuial inputs, etc The total sales 
of fertilizer and odier faim requisites (including implements) through 
all such societies came to be of the older ol Rs 72 croics Besides, 
one out of c\ cry diree societies also took up the distribution of consumer 
irticics All these factors should help impart viability to the societies, 
especially once the transactions m fertilizer arc enlarged under the 
impetus of the High-yielding Varieties Programme It is being reahzed 
that production-oriented credit cannot be properly dispensed unless 
the agricultural credit society has a full-time paid and trained secretary 
and diat progress with credit of this type would bung, in its train, 
an increasing \olume of non-credit and credit business and larger 
profits Though not all states have yet finalized their standards of 
viability, it is generally coming to be accepted that a minimum turn- 
o\cr of Rs 1 lakh would be necessary, of which Rs 25,000 to Rs 40,000 
would be non-credit business It is also being reahzed that admini- 
strative, legal and financial sanctions have to be enforced if reorgani- 
zation is to be accelerated Efforts aie, therefore, being made to get 
the central banks involved in tins task In Maharashtra, however, 
while sharing the objective of viability die state government hopes 
that most societies will become viable m the normal course as business 
expands, it docs not, thercfoie, favour amalgamation as a means of 
achieving tlus aim Such exceptions apart, there is, at present, a 
greater recognition of the need for viability at die primary level and 
general agreement as to how it should be achieved Theie are practical 
difficulties such as those of delay in conducting the surveys, drawmg 
up progiammes of reorganization and amalgamating the weak units 
Notwithstanding difficulUcs and delays, theie has been pi ogress in 
increasing the average business per society in several states, employmg 
paid secretaries and reducing the number of primal les Much more, 
however, remains to be done 

Operational Policies 

7 In the matter of operational policies, the adoption of the crop 
loan system was a major item Both the Rui al Credit Survey Committee 
and, later, the Committee on Co-operative Ciedit had emphasized the 
need for a switch-over to crop loans as a means of making co-operative 
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credit lliib has now been given up, with the inci easing lccogmtion 
that e\en wluie the pimciple of disbursement in kind has been re- 
luctantly accepted, it lias not been easy to cnsuie that agucultural 
requisites, pirticululv feitilizei, are av ulable in adequate quantities 
lad reach the fanner m tune Fnstly, m certain areas, the anangements 
lor then distnbuuon tlnough co-opciativcs aic inadequate This means 
th it the co-operatne credit society lias to look to someone else who 
will agree to provide such supplies against the authoi ization based on 
co-operative ciedit Another difficulty is that even today co-01 dination 
between the co-opcintive credit agency and those in charge of the 
distribution, of fcrtihzus is insufficient Distnbution centics arc too 
few m cei tam areas The majoi problem, howcvci, is that of the 
overall shortage of ieitihzci As a result of all diese lactois, supplies 
with the co-opcrativcs are not, m a large numbci of aicas, timely 
or adequate 01 ol the kind picfeiied by the borrower 

10 Where distribution arrangements wcic inadequate, the system 
of disbursement in kind did not meet with much success, though the 
cultivators were fertilizer-conscious Over large areas, theicfoie, 
special credit limits sanctioned under the agucultural piogiammcs 
remained unutilized The cultivates weie not in a position to esti- 
mate in advance the acicage on which dicy would laise ciops and, 
on that basis, the quantum of feitilizei they would need Nor could 
they stick to the estimates made in advance in regard to the quantum 
of inputs which dicy requited The difficulty m estimating these re- 
quirements is furthci aggravated by die fact that the fiu mcr, especially 
in non-nrigntcd areas, normally watches the progicss of the monsoon 
before deciding on how much of fertilizer to use Nor has disbuisement 
in kind always been effective in checking misapplication of credit 
for example, where fertilizer-consciousness is not yet strong, some 
cultivators are tqmptcd to sell away the inputs suppbed on ciedit 
Whether die idek of the kind component woiks, thercfoic, depends 
on how the component is fixed and how efficient and adequate the 
supply anangements arc We do not know how much of co-operative 
credit is being provided in kind but it is being alleged diat the insistence 
on this principle is, in some instances, driving the cultivatoi to the 
moneylender The extent to winch this is true differs fiom area to area 
Where fcrtihzci-consciousncss has been created and lngh-yielding 
varieties, commercial crops, etc , are being raised, die problem is 
not one of making sure that the kind component is diawn and used 
in full, but much more that of cnsuiing that the small cultivator is 
able to obtain die fertilizer foi which he obtained ciedit Some- 
times proper transport and storage ' able or 

adequate and timely supply cannot b lizer 

preferred by the cultivator 
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of the crops fi om the point of view of sale and the need for the cultivator 
to wait for a good price in the context of bumper harvest Finally, 
one has to take mto account the condition of the large number of 
cultivators who opuate at a moie or less subsistence level and in whose 
case die repavincnt has probablv to come more from out of the monthly 
or periodical remittances or odier earnings, by way of wages, income 
from carting, etc The basic problems arc diose of getting the cultivator 
used to the new prmciples and of fixing suitable dates after taking mto 
account all the relevant factors 

Restnctire Practices 

13 Finally, we would refer to die important aspect of die crop loan 
sNstem which relates to die relaxation of various restrictive features 
of co-opcrame credit such as a low r mdividual maximum borrowing 
power and the msistencc on landed security for loans beyond a partic- 
ular lc\cl In all these respects, thanks to die recommendations of the 
Committee on Co-operative Credit (i960), dierc has been a considerable 
measure of relaxation, originating, 111 particular, m the Package 
districts where co-operative loans had to be stepped up for meeting 
the mercasmg requirements arising from die programme 

Individual Maximum Borrowing Power 

14 So far as mdividual maximum borrowmg power is concerned, 
this ceiling has been so low m certain states as to result m the majority 
of the members rcccivmg much less than the amount needed by them 
as credit for production Taking mto account the generally low level 
of the mdividual maximum borrowmg power all over the country 
except for a few states, the Functional Committee on Co-operative 
Agricultural Credit of the National Co-operative Development Cor- 
poration, which examined this question m 1 964, recommended that the 
mdividual maximum borrowmg power should be immediately raised 
to Rs 2,000 wherever it w r as less and that the aim should be to raise 
this progressively to Rs 5,000 m uiurrigated areas and Rs 10,000 m 
irrigated areas As we have said, action on these Lines has been m 
progress and there has been improvement m this regard in almost 
every state This ceiling has been raised to lughcr levels generally 
with further liberalization especially for Intensive Agricultural District 
Programme and High-yiclchng Varieties Programme areas as also 
for special crops w'hich mvolve large outlavs At one extreme, in parts 
of Maharashtra, the limitation in the form of an mdividual maximum 
borrowmg power has been virtually abolished The ceiling has been 
raised in almost all areas to Rs 2,000 and to Rs 5,000 in qmte a few 
states However, it is one thing to fix the ceiling at a high level and 
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of the society has so far been incorporated in the Co-operative Societies 
Acts of 1 1 states However, the practice of obtaining such declarations 
is at present widely prevalent only in Gujarat, Madhya Pradesh, 
Maharashtra and parts of Mysoie In these states, a co-operative 
borrower is required to cieate a charge on his land 01 his intei est m 
land in favour of the society for medium-term as well as for short- 
term loans In Rajasthan, the borrower is required to create such a 
charge only in lespect of Ins medium-term loans while m most of the 
other states, although a statutory provision exists foi this purpose, the 
co-opeiatives cannot take advantage of it because of the lack of neces- 
sary administrative arrangements and procedures for the recording of 
the charge, etc The relaxation in regard to security for medium- 
term loans, similarly recommended by the Committee on Co-operative 
Credit, has been ineffective for similar reasons As a result, therefore, 
primary agricultural credit societies in many states continue to advance 
loans mainly against immovable property 


Efficient Dispensation of Credit 

17 Another criterion with reference to which the lecoid of the 
co-operatives might be assessed relates to the efficiency and the speed 
with which they dispense credit The crop loan system was expected 
to make for streamlined arrangements under which the credit limits 
would be sanctioned -well in advance of the crop season The procedure 
suggested m the Manual on Short-term and Medium-term Loans 
for Agricultural Purposes, generally known as the Crop Loan Manual 
of the Reserve Bank of India, was intended to ensure that the pre- 
paratory work started early enough and that the limits were apphed 
for and sanctioned m time from this pomt of view Unfortunately, 
the practice in most states is yet far from what was proposed There 
are delays at all stages, viz , application for loans, scrutiny and veri- 
fication of particulars, sanction and disbursement In several states, 
loan applications continue to be sent only on an ad hoc basis throughout 
the yeai Another factor of delay at this stage is that sometimes the 
application foims prescribed are too elaborate and require particulars 
which take tune to obtain In some cases, it is the insistence on the 
security of mortgage of land •which causes significant delay Still another 
factor winch used to hold up applications m earlier stages in the I A 
D P districts was the insistence on individual farm plans worked out 
in some detail as a condition for the sanction of credit limits This, 
however, was given up subsequently In some othei areas, difficulty 
arose from the fact that even after the credit limits were fixed, the 
application of the society had to pass through other channels, e g , 
departmental officials, before disbursement took place As for the 
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scr\cd as, accoiding to die definition adopted for die purpose, a 
society \sliich has issued even one loan or even a society winch has 
issued no loan at all, but has undertaken some other activity during 
the } ear, is classified as a non-dormant society We have reason to 
believe that several of the societies which have been classified as active 
or non-dormant have in fact been doing only token business and cannot 
be reall) considered ‘ active 1 

20 So far as coverage of co-operatives ui terms of mcmbeislup 
is concerned, \\ e have already given die overall figures avadable from 
co-operative statistics We shall now examine die material available 
from die different surveys m tins regard The following table gives 
particulars of the percentage of selected cultivatois reporting member 
slup in co-operatives m the I A D P villages selected for field studies 
conducted at our instance by the Division of Rural Surveys of the 
Reserve Bank of India 


Pauls 1 

Proportion or Cultuatorj Reportlso Membership in Co-operatives to Coltivvidr 

Households (1965-6) 


Percentages 


Dutrut ard Villages 


Cultivators 


Large 

Medium 

Small 

All 

(1) 

(2) 

(3) 

w 

(5) 

■Higarh 

Aichana 

44 4 

66 7 

22 2 

46 7 

Narauna 

55 6 

50 0 

22 2 

43 3 

Ludhiana 

Gaunsgarh 

100 0 

100 0 

77 8 

93 3 

Jodhan 

88 9 

75 0 

55 6 

73 3 

Mandja 

Ganjigcrc 

76 5 

60 0 

33 3 

63 6 

Kcnnclu 

88 9 

63 6 

50 0 

73 0 

Pali 

Bcrlallan 

44 4 

86 7 

66 7 

70 0 

Nadol 

58 3 

75 0 

58 3 

65 0 

Raipur 

Belha 

92 3 

54 5 

42 8 

67 7 

Kondapar 

91 7 

50 0 

54 5 

67 7 

Shahabad 

Baraon 

88 9 

66 7 

— 

66 7 

Dalsagar 

84 6 

62 5 

57 1 

69 4 

Tkanjavur 

Pulavankadu 

100 0 

100 0 

66 7 

90 0 

ThiruLLodikav al 

100 0 

100 0 

66 7 

90 0 


It is seen that about two-thirds or more of the cultivators reported 
membership of co-operatives in the villages in all but one district, 
viz , Aligarh, where less dian one half were so covered Generally, 
it was found that the proportion of cultivators reporting membership 
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Package distncts lor the Working Group on Co-operaUves m ihe 
I \ DP Districts (1965) and published m the Group’s repoit It is 
seen that the major reason given bv respondents for not joining the 
co-operatnes m at least three of the distncts was that they did not 
require the ciedit facilities of tile co-operatives The importance of 
tins factor mav dcclmc once the agricultural programmes gather 
momentum, as we have indicated in Chapter 3 It is also seen that, 
m tliree of the districts, tlieie was no positive or active approach to 
cultixators to join the co-operatives Other reasons given relate 
to features of the practice of co-operative credit which, as we have 
discussed earlier, are restrictive m their impact and call for relaxation 
While these m\ extigations were concerned with the attitude and position 
of non-members, die following table show's the limited data from a 
few surveys conducted by the statistical organization attached to each 
of the Intensive Agncultuial District Programme drstricts, in regard 
to the reasons whv members ol co-operatives had not borrowed from 
die co-operatives, for it is m terms of actual boi rowings that coverage 
is meaningful 


Tadije 3 


Reason’s for Not Borrowing Loans from Co oferatis es 


Reasons 


Number Reporting 1 


Raipur 

(51) 

Ludhiana 

m 

Aligarh 

(33) 

Thanjaiur 

(372) 

West 

Godavari 

(GO) 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Having own arrangements 

_ 

36 

28 

154 


Compulsion to purchase 






fertilizers 

21 

— 

IB 

— 

— 

Delay in issue of loans 

4 

1 

15 

37 

1 

Inadequacy of loans 

15 

— 

17 

— 

1 1 

Unwillingness to sell produce 






through co-operatives 

13 

— 

9 

24 

— 

Present management not 






satislactory 

— 



15 



- 

Previous ovcrducs 

20 

1 

— 

— 

— 

Unwillingness to mortgage 






lands for loans below Rs 500 

5 

— 

— 



— 

High rate of interest 

— 

1 

— 

— 

— 

Loans not given to tenants 



— 

— 

— 

15 

Loans given only for short 






periods, and inconvenient 






repayment schedule 

— 

— 

— 

27 

0 

Flexible terms of moneylenders 

— 

— 

— 

— 

9 

Long-term loans not available 

— 

— 

— 

— 

3 

Other reasons 

* 


— 

30 

— 


1 Total number of respondents is given in bra diets The responses under the number 
of respondents do not tally for reasons already indicated in the note under Table 2 

Source Report of the Working Group on Co-operatives in I A D P Distncts, 
1965, p 14 





Atnu uopoairp sup ur jTpaio aATjriado-oo juauoai or uojp o vnor nr 
jrrp ‘saijaioos Airuitid pur squrq pnuaa ui so vjo'su jqop prq ptaods 
dn Suippnq joj luauruiaAoS <q siuriS jqSrnno jo uoTUAOid atp joj 
( 0961) jxpaiQ aYnmado-OQ uo aojjnmno;} arp 30 uonrpuTumiooai -up 
qjtAY styy 3j uurj aqi uo sArpno iraqj aorrruy o: padpq o\rq ppoo 
saomosai uayo Iraqi qorq\Y 03 juajxa arp joj aprui oioyy aourviojp jt 
payusnf aq 03 iraddr pjno\Y urrp Tipaio aYTjrndo-oo jo airqs jaSir] 
qontu r paATaoai sioirATqno laSStq arp rrqr pur sajrjs arp yp ur v.oj 
XpAurpi sr \y rrpoio OATjr jado-oo 03 ssaoor prq oq.w sioir vrqno qrtus jo 
uouiodoid arp 3 rq 3 samSy asoxp uiojj iraddr saop 3j siojrYTqno jo 
sassrp juaiajyrp Suouir 3q>aio aAanado-oo jo uonnqursrp atp 01 pirSai 
ur AaAing juamjsaAUj pur 3 qaQ pmyj wpuj-qy oqi dn UAYoup 
r3rp aqi 03 jajdrqo ;scj oqr xn pauajai Aproip OAcq o,\\ potjTio 
st 3Tpo.io joj poou aip irq3 siojrujpo pruts aqr joj st jt ‘yp a\oqy 
saouorid a\3u aip jdopr 03 sindrn jDTpo pur iqoaio qjTAY podpq aq 
irro Aaqi jt ‘siran onuouooa ajqriA jo snjrxs aqj 03 toaxp asm 03 i>utdpq 
ASojourpai avsu atp jo sroadsoid sip sjt aiaqt ‘uaqjp uoTjonpojd prim 
-pouSr pssrsjoui 03 aqrui uro sioir \rtfnD ypuis atp qonpw uopnqrjjuoo 
aqj jo avota jo itrrod aqj tuojj jurjiodtat st sup ‘laqjmq Ajumunnoo 
]rJTU aqj jo SUOT 303 S 3 S 3 qj JO sp 33 U 3 Tp 333 UI 03 p 33 U 3 TJO STAY JTpOIO 
aAqriado-oo ‘sjtsa iaqira ur aqqtm ‘jrqj amsua 03 paau aqj uo srsrqduia 
ajqriaptsuoo pnq prq aajjrarmoQ AaAing jqoaiQ pinqy orp pur suram 
ypuis jo suosiad o Yias 03 po 33 q jsaq air saAqr jado-oo jrqj paiunssr uaaq 
sArAvjr srq jj siojr VTjpro pruts jo spaau 3 Tpaio aqj laaui oj padpq srq 
AouaSr stq; Juj uoq pur laqjaqu jo suiia3 ur aq pproqs jqrajo OAqraado 
-00 jo Aornbapr aqj jo sjsaj ioPeui aqj jo auo 3rqj japTsuoo 0j\\ cc 

susiTavp uuvrcg io onio'Jvnij 

sjoadsr ottj asaqj xprsv pop ayoti qrqs 3 t \\ sonpja \o jo jorduir 
aqj pur FJOirAnpo jo suoijoas urruoo aouruy 03 saATjr jado-oo jo aour 
-jonpj arp ajr aSrioAoo uo Suuraq proruo r aArq qoTqw sjojorj jofrui 
aqj jo o wjl sjotqsqj jqyj 03 a3rpi Aaqi sr jtj os ur 3uroyTU§TS 
air r;rp aqj os uoao jnq Aispqr \ pajnirq Apio jo aq uro ajros pa30U3sai 
r uo samnbua qons uo pasrq suoisnpuoo Auy suroj 0 \nr jo do-oo 
jo jrruop pur ;rpaio uo papx.\oid siazqniaj asn 01 aour30U]ai ‘auru ur 
jqpaio aATjriado-oo jo ArTpqrpr.\r-uou aqj ‘saujna do-oo jo appaqos 
juamArdoj juaruaAUOoux aqi ‘sjopuo| \auoui jo sau \y ojqrxay aip apnpur 
asaqx Sunsaiajut osp air pauonuaui suosrai iaipo aqp ajrnbaprur 
suro] OAtiriado-oo aqj punoj Aaqi asnroaq laqrunu pnba jsourp 
ur pur puej Aur ulwo jou pip Aaqi sc uouoq 30U psp jaquinu a§irj r 
‘ur.\rpoQ isa^y uj mdrcp ur jojorj juniodun ur pajnjnsuoo sanpiaAO 
suoiAaiq oj paau 30U pip Aaqi irip stay lUYrfurqp pur rurupuq 
‘qirSqy ur \Y0u0q 30U pip siaqmaui uiriiao AqAY uosrai uirui aq p 

ivsivaaav uAixviiivn'b (ii) ssAixyaaao-oo zL 1 



FINANCING Or SMALL FARMERS 173 

be said to have begun Tins scheme had operated for about five years 
on die b isis dnt the size of die giant depended on die increase in total 
loans adianced by the co-operative cicdit institutions The Working 
Gioup appointed by die National Co-operative Development Corpora- 
tion under die chairmanship of Pi of M V Mathur, which reviewed the 
working of dus scheme m 196 {., came to the conclusion that, though 
it had some beneficial effect, it had not proved adequate for the purpose 
for which it was intended The Woihing Gioup, therefore, suggested 
diat die scheme should be so modified as to relate the size of the grant 
to die annual increase m loans made to relatively small cultivators to 
be defined as those whose loans w'ere less than Rs 200 during die year 
It is too early vet to assess die impact of this revised scheme which 
has come mto effect only m 1967-8 

23 .\s w e have stated earlier, there has been some progress, though 

neither uniform nor adequate, in the liberalization of restrictive 
practices of co-operative credit In almost all states, there has been 
an increase m the individual maximum borrowmg power and in several 
areas the limit up to winch loans could be made to tenants agamst 
surety has been increased As we have mdicated earlier, provision has 
been made in several Co-operative Societies Acts for die creation of 
a charge against the cultivator’s interest m land even if it be of tenancy 
Similarly, these Acts have also been amended for enabling a cultivator 
to appeal to the Registrar of Co-operative Societies agamst the demal 
of membership of a co-operative, though dns does not appear to have 
had any effect on the situation m practical terms 


Neglect of Small Farmers 

24. All these are steps m the direction of making co-operatives 
more responsive to the needs of small cultivators but it is doubtful 
if the resulting impact has been significant From the various investi- 
gations undertaken by us as well as from othei material, it does seem, 
as we shall show in a later chapter, that the weaker sections of culti- 
vators continue to receive only limited benefit from co-operative 
credit At the same time, since the individual maximum borrowmg 
power is not very high in most states, it cannot, generally speaking, 
be assumed that large cultivators are receiving credit on any excessive 
scale, especially if account is taken of the large proportion of cultivated 
area under the relatively bigger-sized holdings. From the bieak-up 
of loans advanced in 1966-7 by agncultuial credit societies according 
to size, it is seen that, of the total loans of Rs 365 10 crores, those of 
over Rs 5,000 amounted to only Rs 16 20 crores, of which Gujarat 
and Maharashtra alone accounted for Rs 13 61 crores Even loans of 
the size of Rs 1,001 — Rs 5,000 constituted only Rs 67 51 crores of 
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in die form of outright grants from governments to build up special 
reserves for bad and doubttul debts Despite all diese efforts, the 
leadership of the co-oper itivcs, by and laige, continues to be leluctant 
to give effect to these measuies 'llu, ostensible explanation is that the 
small cultivator, bung of a relitively uneconomic status in terms of 
Ins firming business, ind being essentially m need of ciedit for sub- 
sistence, is unwilling to adopt improved piactices to any significant 
extent and, m th it measure, lus demand lor production credit is not 
large We do not consider this to be a valid view Even within the 
framework of the crop loan system and at the existing economic and 
technical levels of the firm business of small cultivators, it should have 
been possible to extend co-opentive credit to a larger piopoitionof 
such cultivators than has been done In fact, die recent developments 
111 agricultural technology should help more and more small farmers 
to become viable A11 even larger number can be made viable if they 
can be enabled to take up activities such .is dairy farming and poultry 
which xv ill provide supplementary sources of income In odicr words, 
diere is a much larger number of cultivators who aic entitled to 
co-operative credit even on current standards of creditworthiness 
and repaying capacity than diose to whom such credit is actually 
flowing today 

27 We do not, however, ignore die favourable trends The in- 
troduction of the crop loan system is one Anodier is the progress 
towards viable societies in which exclusiveness of the type found m die 
tradiuonal village co-operatives may not continue to prevail However, 
die increasing orientation of co-operative credit to production needs 
may itself result in a larger flow of funds to the bigger cultivators A 
conscious effort is, dicrcforc, necessary to reduce the volume and degree 
of lending to large cultivators with reference to the fact that they 
can meet an increasing proportion of dieir oudays from then own 
resources So far as die provision of larger credit to small cultivators 
is concerned, there is undoubted scope for an increase m die number 
of diose to whom co-operative loans can be advanced The size of 
loans to which each of them may be entitled may not be very laige as 
their repaying capacity is restricted by the fact that, being subsistence 
farmers, they have hide surplus to sell There have been cxpci iments 
in a few cases to sec whether the small cultivator can be provided with 
credit facilities covering not only his production credit requirements 
but even the important element of consumption credit which he needs, 
provided steps arc taken to increase and institutionalize his income 
from other sources such as wages for agricultural labour, public 
works, carting, etc The results of these experiments which we describe 
elsewhere arc not, however, yet encouraging enough to provide any 
lead. 
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supervisors si ill ul to op, r -.live* bunks to insure th.it members nuclei - 
stood uul observe, el the norms ol right eo-oper.Unt conduct On the 
otln r, credit w vs exputed to Ik linked with m.ukclmg Recent trends 
show dm both tin .1 hopes hui I tiled to m.iteri.ih/e* 


ns , 1 J>. Is ’ Hr' ,f .Is 

3 ° Mai' f let, u •> •iioimi lot poor repayment performance Ol 
tucse, o.ie ot the most import uu is the* math cpt ic\ of supers iston due 
cithe r to 1 icb of st Ml inti ge m r d uu llieitnc) of administrative arrange- 
nurls or to tbi* 1 .< t th it, ui some stun s, responsibility for supei vision 
is loc in d, not m tbi Im meuig bank, but 111 the Co-operation Depart- 
ment, the supervising union or sonn other agenev 1 jom non-existent 
or ineffective sup, rvisuui arLse m.uiv otlur weaknesses w’luch also 
Ie id to overdoes, sin !i es book adjustment of debts, bogus loans, 
nusntih/ llion ol unlit end failure to tale steps to recover Adop- 
tion of unsound lending policies, lcsultuig, for example, m under- 
finarcmg or o.rr-hnimmg and the provision of credit at the wrong 
Ume are two of the import ml operational sliorteomings which are 
mumatclv connee led with poor recovuits Other contributory c luses 
arc die v.edinsw-* 111 tin m in ige nient of co-operative institutions, 
such .ls tlie Ivxit, oi tin numbers of the bo irds of management in 
effecting rccovui, dt faults on their own part wluch set a bad example, 
factions in tin committees .uicl poor quality of managerial staff Ail 
dicse factors hive led to in ciosion of the members’ loyalty to dietr 
co-operuiiv e No longer are the) concerned about the implications of 
defiult 1 hough thev thus become ineligible for fresh finance and die 
How of co-operative credit gets blocked, they are indifferent because 
die monev lender is re.tddy avail iblc in several areas The relatively 
lov / rates of mtcrcsi charged on co-operative credit induce the culti- 
vator to rep ty co-operative dues last among all his obligations and, 
in some cases, as is suspected, to rc-lcnd such funds to others at higher 
rates of interest 

31 Ihcrc are, m addition, external factors winch have tended to 
push up overdues 1 he most important of these is crop failure Odier 
causes which may be mentioned are the pressures brought to bear on 
co-operative b.mks to fulfil lo.in targets fixed by government, routing 
of government funds through such institutions without their being 
fully involved in the sanction of such credit, availability of direct 
laccavi and slackness in its recovery, dual control over field staff and, 
lasdy, political interference ranging from positive propaganda in 
favour of non-repayment to indirect pressures to block the launching 
of coercive processes against defaulters The support which the effort 
for recoveries was supposed to receive from die linking of credit and 
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md societies for flesh t mtu w is imp urcd 'I lus led, m turn, to a general 
reluct nice to rip i\ 1 lie lion oi co-opeiatixc ciedit, thetcfoie, neatly 
came to i halt m sonu m us llus also iflected the cultivators ability 
to raise l Cl op in tlu following \iai and, is associated with it, lus 
ability to rip i\ these oxudiux tun in the following yeai 

35 'llus rism * land m oxirduis h.is had a cutical impact on tin 
expansion ol co-opermu iiidit '1 he failuic ol some members to 
repay alticts tlu ilnhi. ot tlu molds to ooriow’ and It ml dlie latter, 
m turn, liads to i da 1 mil oil the p n t ol e\ m those w ho aie m a position 
to npix We wculd point out, m this connexion, that the somewhat 
ngid conditions in ngird to the lin mcing ol dihiultmg societies had, 
in die pist, ruuiltid m lggr i\ itmg the consequential effects which 
we haxe drwribrd Iollowmg the reeonumndation of the Action 
Programme th it cmti d b mbs should jiroxide Irish finance to societies 
which haxe npiul *,o to 7", pir lent of then dues, so as to enable them 
to nnhc loins to i < w md non-di l.iultn numbiis, central banks in 
several st itis hue rilixid thur rules m this ugard The qualifying 
pcrcaiugi li ls bn n brought down Irom the unduly higli lcvils tanging 
from Co to 90, the < vie nt of liber ili/ation dipending on the own ic- 
sourecs ixailibh with tiie b inks In certain statis, the banks have 
gone further and igrud to finance a society' to enable it to piovidi 
credit to non-defaulimg participants of the High-yuldmg Varieties 
Programme, aui d no p irt of tlu amount due from it had been 
repaid Except for 1 few whose deposits are substantial, the majority' 
of central banks are unable to absorb the rising ovcrducs and hence 
to draw funds from higher financing agencies Past experience has 
shown that the failure to insulate co-opcrati\'c banks from the impact 
oflong-standing ovcrducs on the one hand and arrears arising fiom 
crop failure on the other, the inability to keep the level of current 
ovcrducs low and, finally, the paucity of own resources within 
which to absorb the m are the main factors xvhich have led to the current 
situation in this respect m many states The action taken to tackle 
each of these factors has generally fallen shoit of what was required 
It is poor recovery performance that accounts for the stagnation 01 
recession of co-operative credit in several states 

Rksouru Mobilization 

35 I he co-operatives, it lias always been assumed, will help not 
only in rural lending but also m ruial savings Individual members 
of the co-operatives xvould cultivate thrift ivlnle the co-operative 
credit structure at all levels would mobilize deposits It is relevant 
to consider how far these expectations have materialized with reference 
to the owned funds and deposits of co-operative societies and co- 
operative banks 
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RUSOURCL MOBILIZATION l8l 

different levels of the structure This his been most pionounced m 
Gujinc, Mulhvi Piadcsh, Mah.tr islur.i mid Uttm Piadesh, m 
pirUeulir ISot ill this sli ire monev has, howcvci, conic, m the fust 
instance, lrom die cultivntoia’ sumgs More often, die contribution 
vs vs effected bv deduction fioin the lout amounts sanctioned to bor- 
rowers, and the cultivator h is, app lrcntly, been led to make a forced 
saving to that extent In some are is elcelucuons of tins natuie seem to 
have lctl to higher oscrdiu.s inasmuch as the amount to be repaid 
bv the cultivator was m this piocess mci eased sometimes beyond his 
repaving c’pacitv Moreover, it has somehow' given the impression 
to the borrowers diat, like the monev lendei, the co-operative was also 
deducting interest m advance from the loan amount 

33 'Iv o features of accepted policv as enunciated in die Action 
Programme are (1) that the ruio between the member’s shareholding 
and borrow mgs should be 1 ", at the primary level and 1 10 at the 

central b ink level and (11) that die cultivator should be given an 
option to p iv up Ins shire capital m convenient mstalmcnts at, say, 
to per cent in die first }car mid 3 per cent in each of die following 
vears It is ilso expected that, after die limit of 20 per cent is reached, 
further collections should be made from die cultivators at 5 pci cent 
to be credited to what were to be termed as thrift deposits The Com- 
mittee on Co-opcrauvc Credit (i960) had suggested diat a cultivator 
who had borrowings of less dian Rs 200 may be allowed to subscribe 
to 2 shares of Rs 10 each but pay up only Rs 5 per share in the first 
instance and the b dance in the next 2 yeais in annual mstalments 
of Rs 2 50 eacli Tins has, however, been ignored in actual practice 
in some stales mid the collection of share capital has sometimes reached 
up to go per cent of the amounts borrowed by members At die odier 
extreme, diere are cases w here du condition of shareholding has not 
been insisted upon at all It has often been represented that one of 
the difficulties in getting new members mto a co-operative society, 
especially from among die weaker sections, is their mabihty to contn- 
bute die required amount to die share capital of a society, particularly 
as some states have not permitted the conti lbution of 20 per cent 
to be phased out over a few years The recommendation of die Com- 
mittee on Co-opcrauvc Credit (i960) that special facilities should be 
given to die small culuvators in tins respect has also remained largely 
unimplcmcntcd Only Bihar, Haryana, Mysore and Uttar Pradesh 
have already adopted the ratios suggested above , others are moving 
up their raUos gradually Nor has the idea of thrift deposits caught 
on widely It was only m Gujarat and Maharashtra, however, that 
shareholding came to be built up in the primaries to the extent of 40 
per cent of the amount borrowed from them over several years Our 
tentative conclusion on the progress made by the co-operative credit 
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45 We ha\e bnefly indicated 111 die foregoing paragraphs the 
extent to which die co-operative credit structure has made progress 
m building up owned funds and raising deposits There has been an 
increase on bodi diese accounts, but die achievement is by no means 
uniform as between states nor adequate m relation to demand The 
follow mg table shows die proportion of owned funds, deposits and 
other borrowings to the total working capital at state and central 
bank le\ els 


Table 4 

Hroportio . or Owned Funds, Deposits and Other Borrowings to Total Worxino 
Capitsl at State and Central Co-operative Bank Levels 


Percentages 



State Co-operaln e 

Banks 

Central Co operative Banks 


10 CO- 61 

lQbG-7 

1067-8 

1060-61 

1066-7 

1067-8 


(1) 

(2) 

(3) 

(t) 

(5) 

(C) 

Owned funds 

10 8 

13 8 

14 7 

16 7 

18 1 

19 3 

Deposm 

32 6 

36 6 

40 7 

36 8 

■10 6 

H 4 

Other borrowings 

5G 6 

49 6 

44 6 

46 5 

41 3 

39 3 

TOTAL 

too 0 

100 0 

too 0 

too 0 

100 0 

too 0 


46 The general impression given by the above figures is diat 
borrowmgs as a proportion of the total working capital tended to declmc 
in the case of the state co-operative banks as well as central co-operative 
banks A more dependable index of the extent of self-reliance would 
be the proportion of borrowmgs to total loans outstanding Even on 
this reckoning, as we shall show in later chapters, die dependence 
on borrowings is showing a proportionate decline, though increasing 
in absolute quantum However, there are diree points which we would 
emphasize in judgmg diese data The first of these is that die figures of 
the proportionate decline in borrowmgs should be assessed widi refer- 
ence to tw r o qualifications One of diese is that die refinance facilities 
from the Reserve Bank are not available for all purposes but only for 
such short-term purposes as seasonal agricultural operations, marketing 
of crops, financing of handloom co-operatives and certam medium- 
term agricultural purposes The other and even more important fact is 
that, in recent years, the co-operative banks have not been allowed by 
the Reserve Bank to borrow from it more than diey can match by 
non-overdue outstandings in their favour Secondly, this performance 
is by no means uniform for all die states In a number of states, other 
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feel in\ol\cd in the working of the institutions with which they are 
issociated The complexity of running a co-opeiativc in conformity 
with \anous statutory regulations is also, somctinus, a deterrent factor 
in attracting good leadership On tlu other hand, where membcis 
of the committees of management are ilhtciatc, as is the case at the 
primary society le\el in some instances, thc\ are not able to play the 
role expected of them and arc easilv amenable to dcpaitmental or 
other pressures We have come across instances wlieie members of 
such committees not only did not realize then lcsponsibihtics but 
did not e\ en know th it the\ held such offices Lasth , the socio-ccononnc 
background of the Indian ullage, especially in the areas with 
long-standing feudal traditions, is not conducive to die functioning 
of an institution based on democratic and egalitarian principles 
Leadership under such conditions is determined not so much by 
popular will as bv status and position in the rural hierarchy' The 
relative neglect of the education of members and office-bearers is 
unodicr factor which has to be taken into account in assessing the 
current situation Barring exceptions, the movement has, by and large, 
failed to dirow up competent leadership on a scale commensurate with 
die considerable expansion that has taken place in its operations 
Various field investigations provide instances of co-operatives conti- 
nuing to be dominated by money lenders and others who use the funds 
of die societies to promote their own ends, financial or political 
49 There is a fairlv widespread impression that vested interests 
have so established diemsclves in the management of primary agri- 
cultural credit societies that in many' parts of die country they are 
virtually monopolizing the benefits of co-operative credit Elsewhere, 
at different places, we refer to the inadequate flow' of co-operative 
credit to small farmers and tenants, die importance of socio-economic 
and extia-instituaonal factors in determining the w’orking of co- 
operatives and the incursion of politics into co-opciative activity 
Mention mav be made in this context of cei tain field studies oigamzed 
by die Department of Co-operation in the Union Ministry of Food, 
Agriculture, Community Development and Co-opeiation m 22 
districts spread over 8 states in 1967-8 The principal conclusions of 
these studies were as follows 

(I) Membership of the agricultural credit societies was generally 
open to all villagers and exceptional instances of 1 efusal were reported 
in only three states 

(II) It was found diat an unduly long tenure for die same indivi- 
duals on the managing committee of a society led to various abuses 

( III ) In many cases the credit limits were not fixed on a realistic 
basis because the societies lacked authentic data on the area owned 
and cultivated and the cropping pattern of members 



p UaSJ3 pun oj jojjej otp 3 vcq os ‘Xpadoid uonounj oj si ji ji sjoquiom 
S 3 I JO sp33U Oip OJ OAISUodsaJ 3q OJ SEq OVIJBJodo-OD b se jsnf I? 

pnpv.oj Hijvjjtfo-oQ lyoitf 

3UI03 OJ SJE3 { XUBUI JOJ qjl \V 3 \q OJ 
<^q ouo tpiqAV sjoej se asaip jo uaqcj oq oj SEq jutioode ‘apisXjjunoa 
uEipuj sip ui uoqEztuESjo aAquiado-oa jo sjoadsord sip jo juams jssb 
urc ui ‘atuq ouies oqj jy ‘toiAqoE oraiouooa pjjtu j[E puB Xjatoos pum 
jpj se opiAv su si msjqoid sup joj ‘jipajo OAqBjado-oo se pans j\3juod 
jeroads suo a | tio ui sdEorpvi'q ssoip StnXpainoJ joj sojnsBoin jsoSSns oj 
Xsb 3 jou si jj sujbjs puoos puu XjuoqjnB ‘oouanyui sb qons sjojobj 
jo joadsar ui osjb jnq sraiaj oraiouoDa m Xjuo jou sjaquiaui uaaAvjaq 
saqiJEdsrp oSjej oje ojatp ojaqAV osed 3tp X{JEpt3qrcd si srqj^ S3]diD 
-uud ouBJOourap iprAv aouEpioaOE m XpAqoajja puu Xpoujs ajerado 
soSeuia sip ui dn jas suoqnjqsm StrrraaAoS-jps jatpo pire OAtjujado 
-03 jEip Suunsua jo Xjjnoqpp 3tp joj juuodob sjojobj jBprms puu 
SB3JB TUBJJ3D UI SuqiBAOjd S3JUU3J pUBJ JO odXj 3tp ‘XoBJajq JO pB3jds 
ajEnbapEUi oqj ‘tuajsXs ojsed aqj, notjoimj oj oABq sbsjb ]bjtij otp 
ui soAtjBiado-oo o ip tpiqAV jsuieSe ptmojSqoBq orarouooa-oioos joSjej 
sip tnojj paAuap XpiEd si srqj, suoqtqqsui asoqj jo Jaqumu sSjbj b ui 
OOUO ptAO UI SI S3IJ3I30S JipOJO [BJnjpiOuSB JO SurjJOAV Oqj UO SJS3J3JUI 
pajsoA jo joEdun otp ‘jou jo o[qEyquopi Xpsiooid jotpoq^ oG 

osodmd sip joj pouSisop 
saunuBjSojd oqj jo uoqBjuouiojdun XjojDEjstjBSun 3tp puu uoqEonpo 
-J3qiU3UI OAqOOJJO JO q3E[ Otp OJ p30BJJ 3q pIUOO SOUEIHTjd otp JO 
SUTqjOAV Otp UI S3JUJE3J 3S3ip JO XUBUI JEip p3J3piSU00 SEAY JJ (*) 

pojoojop OSJE 

3J3M. jyouoq onpuu SutAuop oj AvatA b qjiAv sJOJEOq-ooyjo oip Xq 
SOpOIOOS Otp JO SJUT1033E JO UOtJBpidlUBUX 3tp JO S30UBJSUT OTUOg (xi) 

SJS3J3JUI pOJSOA P3JB3J0 

3ABq oj punoj osps sbav ssomsnq tn sjoqtuoiu ]BupiAipui qSnojqj 
soqoioos oqj Xq jbSus oqq soqtpounaoD odjbos jo uopnqujsiQ (ma) 

tuaip Xq pajBAtjjno eoje oip Xq poyqsnr 
sjnuq oqj puoXoq siojBAqpio op-oj-qoAY oj sjozqqjoj pojnqujsip 
pBq sajBjs otuos m soijsioos ‘sjoSjbj pypy oj Xjoixue ub uj (na) 

S3tJ3I30S XuBUJ UI p3AJ3Sq0 SBAV 
Xpurej 3 Uies oqj oj SmSuopq suosjod Xq drqsjoqtuoiu o|dqjnj\T (jq) 
spunj t s3qoioos oqj mop sjyouoq joqjo ptre suboj AVBjp oj uoqisod 
jtaqi jo oSejubapb anpim SurpEj ojoav soubjojoos ptre saojjraraioo 
SuiSbubiu oqj jo sjoqraara atuos JEip ptrnoj sbav ji ‘sojbjs jaqjo oavj uj 
sioiEAq[no JoqBuis oqj joj ireip sjojBAqjna JoSSiq otp joj sojbjs 
jqgto oqj jo oajqj ui joSjej seav ojoe jod jiparo jo avojj oqj_ (a) 

osodrud oqj joj poxy sjnnq 
aqj puoXoq piroq ui qsuo jdaq sopoioos jo souBjajoas juiavog ( ai ) 

ivsivtiajv jAiivinvntS (u) sjaixy^jjo-od 88 1 



OT1I1 R RhLLVVNT 1 ACTORS 189 

their obligations to it This, however, is a desideratum that often 
remains unfulfilled In some areas the members fail to fulfil the obli- 
gations expected ol them as thev arc doubtful if the co-operative can 
meet duir needs promptly and adequately, even if then pciformancc 
is sitisfictorv Ihe lick of a sense of responsibility on the part of 
members arises also fiom the fact that the local people ha\c litde 
stake 111 the co-operatne when resources come largely from outside 
Further, m average teims, the cultivator gets only a small part of his 
total need from the cooperative and looks either to government or 
die village monev lender for die balance Moreover, at the time the 
societies are organized bv officials oi political leaders, membeis are 
gcncrallv told only lbout then rights in the matter of membership 
and credit but not ibout their obligations to the society such as diose 
connected vnth die propel use and prompt icpa)ment of cicdit It 
is not as if the local leadership and members come togedici to organize 
dieir ov.ti society and to build it up Nor have the members of die 
managing committee in all cases set a good example by repaying 
dieir dues promptly Co-operatives aie often looked upon not as 
farmers’ institutions but as part of government In die result, not 
onlv has dicrc been no appreciation of the discipline of a co-operative 
but also no anxiety diat, unless die members observe certain conditions 
of credit, the supply of such cicdit may not continue Alongside die 
expansion of co-operative credit and the change-over to a new system 
of lending, there has been no corresponding programme of member- 
education to ensure diat members and office-bcaiers understand its 
underlying principles, the manner in which it is to work and die 
obligations cast on diem in the new context 


Busincss-liLe Management 

52 A major factor of weakness in the working of co-operative credit 
in the recent past is that, corresponding to the new dimensions of dieir 
operations, there has been no recognition of the need for following a 
business-like approach m running these institutions and securing 
management of the required quality We are aware that, to the extent 
that certain obligations have been cast on die co-operatives by virtue 
of their special responsibility m the context of planned economic 
development, they arc constrained at times to take up functions or 
activities which may not be wholly justified in terms of profitability 
m the short run Ordinarily, however, co-operative banks, like any 
progressive institutions, should take a long-term view of their pro- 
grammes and prospects and undertake outlays on staff, branches, 
etc , m this perspective A business-like approach is not of course 
necessarily one which looks to immediate profits Experience shows 
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or personal favouritism The working of co-opeiataves in the context 
of die adoption of new policies is becoming an increasingly complex 
task which requires a considerable technical competence and pro- 
fessional independence m day-to-day functioning Though there have 
been various programmes for training co-opeiative personnel in the 
departments and institutions, it is stall true that, in a large number 
of cases, the chief executives of centaal banks have not been suitably 
trained and diat the management is often not either mdependent 
enough or sufficiendy competent to ensure efficient and objective 
working Despite the government assistance offered for enabling co- 
operatives to pay for staff of the required number and quality, general 
standards of recruitment have remained relatively low Field investi- 
gations as well as inspections of the Reserve Bank show that manage- 
ment was of poor quality at the primary and central bank levels and 
that this weakness was true of most states This could be seen from 
the manner in which books were maintained, banking services offered 
to the pubhc, instructions comphed with and primaries supervised 
One hopeful sign is diat proposals for setting up common cadres of 
staff — which had been first put forward by the Rural Credit Survey 
Committee — are now being actively considered by some of the apex 
co-operative banks and other institutions 

Government Support 

55 The relationship between the State and the co-operative movement 
m India has passed through several phases In the earher years, there 
was considerable sympathy and goodwill towards the movement on 
the part of government and also an appreciable degree of regulation 
of its working but verv httle sohd support in terms of pohcies pursued 
or funds provided It was around the period of the Second Five Year 
Plan that this began to change There came to be a greater recognition 
on the part of the State and the co-operatoi s ahke diat the movement 
had a distinct role to play in the planned effoits for the country’s 
economic development and that it would, m its different aspects, be 
the most appropriate instrument of national pohcy for implementing 
various programmes for helping die weaker sections of the population 
Correspondinglv, it was also appreciated, particulai ly aftei the publi- 
cation of the Rural Credit Survey Committee’s Repoit, diat, if die 
co-operative which was an organization of die weak, had to succeed, 
it had to be powerfully supported bv die State This meant diat, in 
various cases, the State should become an active paitner in die co- 
operative institutions by contiibuting to their share capital The 
State would then have a stake in, and lend its stiengdi to, the movement 
without, however, eroding die co-operative character of these insti- 
tutions and interfering m their day-to-day admi Vy 
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working attuned to changed policies The process of adjustment which 
is involved has to be assisted by an educational effort on suitable 
lines and will inevitably take time For example, the farmer is only 
just becoming used to the acceptance of a part of the credit entitlement 
in the form of fertilizers or pesticides Similarly, having been long 
accustomed to twelve month loans, he is not easdy reconciled to the 
dates of repayment being fixed in relation to harvest Again, as 
indicated earher, the adoption of the new procedures for determining 
ci edit limits is fuither comphcated by restrictive features relating to 
borrowing powei and security Further, in some instances, eligibility 
under a production-oriented system of credit may be less than that 
under a security-based system Difficulties of this type which have 
ansen aie not basic to the new and progressive policies but arise only 
in the short run during the switch-over to a new system Salutary 
though these policies are, attempts at introducing them abrupdy 
have sometimes resulted, as in Package areas, in a set-back to co- 
operative agricultural credit unless they were preceded by an adequate 
extension effort and assurance of timely supplies of inputs In some 
cases, difficulties also arose from a sudden spuit in loan operations 
which the local credit institutions had not been properly equipped to 
handle Wheie these transitional difficulties were not anticipated and 
effectively tackled, overdues inevitably resulted and gradually led to 
a set-back to co-operative credit 

External Factors Affecting Co-operative 

Credit 

58 The degree of involvement of politics 01 politicians m the co- 
opeiatives differs from state to state So does the impact of their in- 
fluence Sometimes, the very fact that leadership of a co-operative 
institution is in the hands of individuals who are important in the 
political spheie helps to secure for it the support which is required 
from government foi its successful woi king Co-operative sugar factor- 
ies m certain areas provide a striking example of havmg benefited 
in this manner from the association of certain leading politicians with 
their management, especially in their difficult initial years Further, 
co-operatives make an extremely useful contribution in so far as they 
provide training to rural leaders in the running of democratic insti- 
tutions 

Impact of Political Factors 

59 There is, however, already reason to be apprehensive of the 
effect of too intimate an involvement of politics in the working of 
co-operatives It is now well known that, particularly during the 
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which has now assumed significance is that the fortunes of co-operatives 
dominated by one particular political paity winch happens to be 
ruling might sufhr a set-back when another paitv comes to power in 
1 state A d< rision taken by a state gov eminent to supersede die elected 
bonds of directors of 6 central banks on grounds of bad management 
md to pi iee them under aelmuustrators who were officers of the Co- 
operation Department was alleged to ha\c been inspired by political 
eonsiele rations anel challenged for that leoson befoie die courts of 
liw Smularh, uast.uiccs have come to our notice of die services of 
cirtun ptisons is government nominees on die boirds of some co- 
oper unci being terminated ahead of die expny of dieir term on a 
change of go\ eminent and members of the new ruling paity being 
nominited in their place I he experience ol die last few' )cais does, 
therefore, su m to suggest that there is a real clanger of the operational 
policies .uid methods of co-opi latives be mg goiemed by political 
considerations, though neither tile entiy of pohtici.uis into die ranks 
of co-opt r ui\c leadership nor die emerge nee of co-operators .is political 
leaders net cl be .in unelesir iblc development m itself From die limited 
point of view of rural credit, it is clear to us diat political mterests, 
in cerium uistunces, have begun to aflect the working of the mslitulions 
m various wavs, causing credit to be denied to certain groups 01 to be 
provided to others m transgression of die rules m force or causing re- 
pavnient of co-opt r uivc dues to be delayed or ignored 


I.ooj Danand Jot Agricultural Credit 

(ji One set of external fuctois which determmes, to some extent, 
the pace of giowdi of co-operative credit concerns the demand for 
production credit We have .lire ady uuhcatecl m an earlier chapter 
die various factors and considerations relevant from dus point of view 
Basicallv, arc.is where modernization and commercialization of agri- 
culture liave been slow are also die areas in winch demand for produc- 
uon credit is relatively low This is illustrated by die fact diat, according 
to the .All-India Rural Debt and Investment Survey, not only the 
recourse to co-operative credit but even borrowings from any 
agency are the lowest in die states of die eastern region and 
Jammu .md K.ishirur They are also die states which are 
associated with prevalence of traditional farming, susceptibility to 
natural calamities and general poverty of die rural economy Begin- 
nings of change and development aie, however, appearing even in 
these states As these trends gadier momentum, demand for insti- 
tutional credit is likely to go up and, with it, die performance of co- 
operative credit for agricultural production In tins connexion, we 
may refer to die observations made in the Report of the Informal 
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co-operative credit m the hill areas of Uttar Pradesh, in theTelangana 
and Ravalaseema areas m Andhia Pradesh and the Kutch district 
of Gujarat shows a performance which is poorei than that in the 
odier parts of the lespective states This suggests that unsatisfactory 
and difficult conditions of agncultuie m these areas account for the 
relam e weakness of co-opei aave credit in these pockets of the states 
which are, otherwise, relatively well developed in the aspect of co- 
operative credit Without anticipating the state-wise review in the 
next chapter, we shall only point out here that die progress of insti- 
tutional credit is intimately bound up widi die basic conditions, agri- 
cultural and odiei, which determine the demand for production credit 

Land Tenure and Tenancy 

63 Another factoi which explains the poor performance of co- 
operative agiicultural ciedit in paits of the country is die fluid state 
of tenunal conditions existing in such areas The uncertain rights in 
land and unfair teims of tenancy on the one hand and the prevalence 
of absentee owners and of oral lessees on the odier, have affected 
adverselv the mcentive of the cultivator to invest in land and produce 
more The supply of institutional ciedit has also been handicapped by 
these factors in so fai as die credit agency cannot find an identifiable 
and clear interest of die cultivator in die land on which its credit 
could be based Although measures of land reforms have been passed 
in manv states, their enforcement has been generally bogged down by 
various practical and legal difficulties and efforts to circumvent some 
of their provisions In certain areas, new problems of tenunal insecurity 
ha\ e come up For instance, m Bihar, the law is said to have die effect 
of taking awav die nghts of written lessees while seeking to piotect 
those of oral lessees A study conducted by the Planning Commis- 
sion revealed that, aldiough more than 87 pei cent of die land 
was leported to be under personal cultivation in Tamil Nadu according 
to the census of land holdings conducted in 1965, large areas were 
cultivated through tenancies, mosdy on oral leases Despite instructions 
that the tenants’ names should be entered in the revenue records, 
very few names have been actually so recorded The landlord being 
generally powerful, the tenants aie hardly in a position to resist any 
demand from him for possession Yet another study made on behalf 
of the Planning Commission brought out the fact that the records in 
many areas m Mysore State could not be sufficiendy relied upon for 
the enforcement of any measure of tenancy reform It is also relevant 
to refer to the findings of Air Wolf Ladejinsky who made a report m 
1963 on the tenunal conditions m IADP distncts 1 Referring to 

1 Expert on agrarian reforms and consultant to the Ford Foundation, who was invited 
by the Planning Commission to stud) the tenunal conditions m I.AJXP districts. 
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c»> ' ri itnc<. the Km g st indm ; links winch bind the culliv nor to tile 
tier v.,d the i!oe >r ol Imlitics on the required sc tic for pooling, 
g-m prvoc i . g 1 d sto-i gr .ire imong the fietors winch appear 
toh * e s,» mi jh the \. iv ol 're iter progress in co oper tin c in irketmg 
i‘.t i ..3 rrc *i«h n. ,r» etm ’ w %, in.ccs.ful. it w.n h trdlv linht cl with 
i 'edit even* gwn in i (• .. irr u wheic coinincrci 1 ! crops were 
’ c: ’ r ij on t loopirttne n ims Cooprriliu in irketmg 

, v. * d<* lu ll it i in hr ml th it, even gcncrdlv, the conditions 
o* e. r . » < f,u< ih , e li ne In m mil t . to bring the optimum 

hc,.c t ,ii "nr . . Itj. ,* <r lor i \ inptr. in the opcrilions connected 
.St' 1 ! t e p'i i t ol ‘iiit 1 ;r nn >, while tondilions \ lricd from 51 itc 

: > • i.r o>n,r* urn .sere vt ■ di id . ml igr < omp irt tl to tin priv iti 
.<• i" , . c r : i i 4i«' \<>r 1 s the hcnelit of the higher prices olh rt d 

it . , - , > 'to t!,e i ,I*i% i*or \\ e h d! dr d w oh some ol thru problems 
htrr . i tt Ke o, t. hi, \ oold oh me here th it cooper Hive credit 
for ;* i ,3, * 1 p*< dee* <> i dor . *.ot rein to hive received im sigm- 
*'c- t ipjo, t fjo.n the rr m ,cmrnl, which operitcd m connexion 
,.j*.h tie , lt'ACnn; of jjiulturil prodtn e on i co-oprntivc 1) lsis 
or o* ? n ' 
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1 'j O.cr the .r-r, i <* ojirr itive credit h i» do hi cn ideated b\ 
n ijrqt e e. in !',nru!lord r\tcn ion. aippln s of inputs and co- 
orth s*. on of ig; ct hor ll progr uninrs in ill tin ir isprcts It is m the 
c<n'ot of .lie drm md for i redit irimig from in agricultural prog- 
r mi. .e od on the Inn, of i nned, tmt< ly md adccpiati supplies 
of i pit, tl.it rooprritivr tjnculioril rrrdit has Us relevance and 
purpo e ]o the r T trnt th it there were .hortfills m these sectors and 
ihf *rtr, i it rr. irr v.cr r not ippropri itclv h irncsscd, co-opeiativc 
crerht d o could not go fon. ird i hough co ordination between 
cxto.i ion, ’ipplie » md credit i. m umhrl)mg prim iplc of all agri- 
culturd programme's, it hr, been diflicult to fulfil this objective in 
pr'ctirr I hr m irluiicry of coordination committees did not prove 
ldrqu tie in ome of die I \ I) 1* districts and the involvement of the 
central eo-oprrati.c 1) ml > in the programme run lined half-hearted 
I imrl ; and idrqti ite supply of ft rtih/i r and seed was another .ispcct 
in ..hirh coordination v.a* licking m >cvcral districts Sanction ol 
credit ,.a>, m m m> < r.e., held up by d< lay on (lie part of the Agri- 
culture I Jrp irtmeiit m the prep iratiou of list. of participants and then 
tru mi non to the r< ntral banks In some c.iscs, the absence of timely 
advice from the stafl ol the Agriculture Depat tmeut and shortfalls 
m anticipated yirlds affected the confidence of cultivatois in the 
recommendations of the extension agency and led to a fall m the use 
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FEATURES OF ACHIEVEMENT AND INADEQUACY 

as against only 344 of the commercial banks at places with population 
of less than 5,000 

(y) Appreciable progress has taken place m the co-operatively 
oigamzed piocessmg of agricultuial produce, mainly in the sector 
of sugar factories This has helped to strengthen the co-operative 
credit structure bodi by pioviding a remunerative avenue of lending 
business and by helping to recover production ciedit, though to a 
limited extent 

(vi) Notable advance has been made in the sphere of long-term 
agricultural ciedit Not only has the quantum of lending increased 
significandy but loans aie being increasingly made for productive 
purposes 

(i vu ) Though implementation has been halting, considerable pro- 
gress has been made m familiarizing the leadeis, members and 
officials of co-operative institutions at diffeient levels with the agreed 
policies of co-operative agucultural credit, m getting them to accept 
the underlying principles and in evolving appropriate procedures 
for their adoption m practice 

Features of Inadequacy 

68 The following inadequacies may also be hsted 

( I ) Theie are five or six states — including those in die eastern 
region — in which die accepted pattern of State-partnered co- 
operative credit lias failed significandy m achieving the results hoped 
for from the integrated scheme of 1 ural credit 

(II) In terms of the country as a whole, the proportion of cultivators 
borrowing from the co-operatives to the total cultivators has 
remained more or less stagnant in recent years (if indeed it has not 
dechned slighdy) at around only 20 pei cent The position is much 
worse in several states 

(til) Despite lmpiovement ovei the years, the proportion of co- 
operative credit to total borrowngs of cultivators appears to have 
continued to be small on absolute standards m most parts of the 
country other than Gujarat and Maharashtra 

( iv ) The orientation of co-operative credit to production needs has, 
by and large, been inadequate The implementation of features such 
as disbursement in kind and observance of seasonality, diough undei 
wax, is not yet sufficiendy xwdespread 

( v ) Though restrictwe features of co-operative credit have been 
relaxed to some extent and 111 some areas, tenants and small culti- 
vators remain generally handicapped in obtaining their credit 
requirements from the co-operatives 

(01) A large numbei of primary agricultural credit societies are 
neither xnable nor ex r en potentially viable and musr be regarded as 
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CHAPTER 8 


CO-OPERATIVES (III) STATE-WISE REVIEW 

W e attempt m this chapter a review of the present position of co- 
operatn c agricultural credit in individual states and union terntones 
For reasons of space, we have to be selective in the choice of detail 
but w e shall try to brmg out, ui each case, the more important elements 
of strength as \\ ell as weakness of co-operative credit For each state, 
the items discussed are those relevant for assessing the future role of 
co-opcrati\e agricultural credit institutions such as structure, opera- 
tion and procedure particularly at the central bank and primary society 
levels , die adoption of a pioduction-oriented system of lending and 
the record in regard to recoveries , the mobilization of deposits and other 
resources , die provision of long-term ciedit for agricultural purposes , 
and the experience m regard to the credit aspects of the agricultural 
programmes m die state We conclude dns nariative by summing 
up the present position and potential piospects of co-operative agri- 
cultural credit m each state, with reference not only to die experience 
of the working of co-operatives but also other conditions in the state 
which have a bearing on institutional credit for agncultuial production 
Finally, we give a table showing die mam statistical indicators of 
performance of die co-operative credit institutions m the state con- 
cerned up to the end of 1966-7 in all cases, and up to die end of 1967-8 
wherever data, diough mostly provisional, are available 

ANDHRA PRADESH 

2 The co-operative credit structure of Andhra Pradesh foi short 
and medium-term credit has, at its apex, a state co-operative bank 
formed by the amalgamation of two institutions which earher served 
the Tclangana area and the rest of the state respectively At the inter- 
mediate level there arc 25 central banks, serving 20 districts The 
working of the central banks, on the whole, has deteriorated m recent 
years, being m many cases characterized by heavy overdues, frequent 
defaults to the apex bank, failure to maintain non-overdue cover for 
their borrowings, poor deposits and the consequential inability to utilize 
in full the credit limits sanctioned by the Reserve Bank Only nine 
of the central banks are viable according to the accepted standards 
Special steps are, however, being taken generally to improve the work- 
ing of the central banks and, in particular, of those whose affairs have 
detenorated considerably 
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when tins proportion declined to 25 per cent A rising trend was also 
noticed m die overdues at the primary level which for die state as a 
whole stood at 42 pei cent of outstanding loans at die end of 1966-7 
This percentage was over 60 in Khanimam, Mahboobnagai , Medak, 
Nalgonda .uid Warangal tlistricts The poor lecovenes arc generally 
attributed to the drought conditions m several parts of the state, 
the impact of die sudden swutch-o\er to die ciop loan system, and 
the fixation of due dates with icfeience to seasonality which involved 
a dip trim e from long-est lblished piactice Ineffective supervision 
resulting m pait fiom inadequacy of staff, political interference, 
prevalence of giouptsm and the apathy of lcadeiship in this legard 
.ire die other relevant factors 

rrequent incidence of droughts and crop failure m some areas 
underhnes die urgent need foi strengthening die stabilization funds 
of the co-operatne banks During 1965-6, short-tcim loans of Rs 1 
crore had to be comertcd mto medium-trim loans in the state, about 
two-thuds of die amount comuig fiom the National Fund at the 
Reserve Bank Sinulai conversion loans were sanctioned by die Resei ve 
Bank in 1967-8 and 1968-9 but of these the formei was not drawn 
Tlie total amount to the credit of die stabilization funds of all the 
central banks in the state as on 30 June 1968 was only Rs 40 lakhs 
At the apex bank level, even with the state government’s contribution 
of Rs 73 lakhs, the fund stood at only Rs 101 lakhs as on 31 December 
1968 

The results aclueved by the co-operative banks m respect of resouice 
mobilization arc not commensurate widi the volume of business that 
they may have to handle in the yeais to come This is particularly 
true at the cential bank level whcie much can yet be done to tap 
deposits fi om sources odier than co-opei atives Only diree of the central 
banks had deposits exceeding Rs 1 crore while, at the other end, 
4 banks had deposits of less than Rs 15 lakhs each as at the end of 
1967-8 In as many as 13 banks of which 9 are m Telangana, the 
deposits were even less than then owned funds The idea of expanding 
the network of branches has not yet caught the imagination of diese 
institutions The 25 central banks in the state had only 92 blanches 
as on 30 June 1968 as against 212 towns in the state with a population 
of 5,000 or more Two banks did not have any branch at all while 
six banks had only one or two branches each Some of the new branches 
are being closed down because they are operating at a loss in the absence 
of an active drive for deposits 

The long-term credit structure is federal in its pattern, with a 
central land development bank and 178 primary banks affiliated to 
it An expanding volume of credit has been dispensed during recent 
years, the bulk of it being for productive purposes Arrangements for 
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might expect an accelerated and widespread switch-over to improved 
practices and a corresponding increase m credit requirements Another 
aspect of the general backwardness which has a bearing on credit 
arrangements concerns the implementation of land reforms Here 
again, conditions aie neidier uniform all over the state nor static over 
the years In Coastal Andhra, while the abolition of zamindans was 
a big step forwaid, agricultural development continues to be handi- 
capped by the large number of very small holdings and the widespread 
prevalence of tenancy on terms which do not provide sufficient incentive 
for increased production or investment Land reforms with provision 
for ceiling on holdings, etc , are no doubt under implementation 
but what obtains m piactice is not exactly what the law requires 
Telangana has had a long tradition of feudal land relations but, 
here again, legislative steps have lecently been taken to benefit the 
actual cultivator Rayalaseema, a ryntwan area for long, is not so 
handicapped in this respect as m regard to natuial conditions 

In die recent past, co-operative agricultural credit in Andhra 
Pradesh has ceased to record any appieciable progress Theie has, m 
fact, been a definite set-back in some areas These trends have resulted 
mainlv from the rising overdues, the failure to mobilize deposits, the 
absence of efficient personnel at die managerial and other levels and 
restrictive lending pohcies The problem of overdues is widespread 
and increasing in its dimensions mainly on account of crop failure in 
ceitam areas but also for odier reasons elsewhere, as explained earher 
Even so, the flow of co-operative credit would not have been severely 
affected, if die co-operative banks in the state could command larger 
own resources The scope for the mobilization of rural savings may be 
considered to be restricted in certain areas, but for the state as a whole 
the agricultural incomes have certainly been increasing Sufficient 
drive and initiative were not, however, fordicoming to ensure that 
co-operative credit benefited from this large deposit potential Heavy 
overdues and poor resources, each in its own way, reflect the basic 
weakness of the co-opeiative credit structure m the matter of the 
quality of management and paid staff generally Even die banks which 
can afford personnel of the required efficiency sometimes patronize 
local persons who are neither famihar with the new pohcies and pro- 
cedures nor equal to the task of operating a production-oriented 
system of rural credit and banking In some areas, departmental 
officers have been posted to run the banks but it cannot be assumed 
that, in every case, they have either the specialized training and ex- 
pertise needed for the job or a real stake in die fortunes of the insti- 
tutions Another factor which keeps down the level of co-operative 
credit m parts of the state is, as indicated earher, the reluctance of 
institutions to hberahze the restrictive features of their lending pohcies. 
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In the result, co-operative credit has tended to gravitate to die more 
affluent cultivators and loan eligibility has not always been based on 
production oudays This has also led some members of die co-operatives 
to seek the bulk of dieir credit needs from outside 

While all these make a somewhat depressing picture, diere are also 
some hopeful factors m the situation Agriculture m die state is 
moving to a higher plane of technolog}' and performance, thanks 
to various schemes of irrigation, increasing fertihzci-consciousiu ss 
and the adoption and spread of high-yielding \ancties of paddx 
Equally encouraging is die increasmg lealization that the flow of 
credit cannot be maintained and expanded unless norms of right 
co-operative conduct are observed It is to die extent that die state 
government on die one hand and die members and leaders of the 
co-operatives on the odier act by taking the measures required in 
terms of accepted pohcies, that die co-operative agency can be ex- 
pected to meet, m any substantial measure, die large and growing 
demand for agncultural ciedit 


ASSAM 

3 In Assam, the peifoimance of the co-operative agency has been 
consistendy unsatisfactory, whedicr judged in terms of die quantum of 
credit provided or the coveiage of villages by non-dormant credit 
societies According to the All-India Rural Debt and Investment 
Survey, the propoition of borrowings of die cultivator from the co- 
opeiatives to his total borrowings durmg 1961-2 was only 1 7 per cent 
and die proportion of the cultivator households reporting borrowing 
horn die co-opcrati\ es w r as only o 3 per cent There has been sonu 
improvement in the more recent past but, as will be seen later, this 
has not been of any appreciable magnitude 

The short-term co-operati\e credit structure m die state consists ot 
the Assam State Co-operati\e Bank, eight central banks and 3,450 
pnniary agncultural credit societies The state co-operati\e bank, 
which was established in December 19 [8 alter the old Prowncial Bank 
had become defunct, is yet to dcxelop into 1 tiulx ipex and federil 
institution Individuals 11 e important bodi in its membership and its 
loan operations The financing of tea gardens which is a major acti\it\ 
of the bank has been on the increase and ns preoccupation with this 
line ol business appears to ha\e led to a rclame neglect of the functions 
which de\ ok e 011 it b\ virtue of its being die apex bank The bank has 
17 branches (including some in die are is of operation of die central 
bulks) which accept deposits and also advance loans to individuals 
The eight central banks are serving se\en plains districts Four of 
these banks ha\e an arei cox ering one district each, while one bank 
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the implementation of this scheme that the volume of loans out- 
standing has increased from Rs 42 lakhs in 1965-6 to Rs 139 lakhs in 
1967-8 in Cachar, from Rs 44 lakhs to Rs 128 lakhs in Nowgong and 
from Rs 28 lakhs to Rs 84 lakhs in Tezpur There was also an impro\ c- 
ment in the overdues position of these banks, the proportion of overdues 
to outstandings having declined, between 1965-6 and 1967-8, from 
83 per cent to 59 per cent in Cachar and from 60 per cent to 37 per 
cent in Tezpur In Nowgong, however, although this proportion had 
declined from 60 per cent m 1965-6 to 26 per cent in 1966-7, tin 
position appears to have again detenorated m the following year when 
overdues formed 90 per cent of the outstandings 

So far as the selection of societies for revitalization was concerned, 
it was observed that the scheme which was m the nature of a short- 
term measure designed to open up channels of credit frozen as a result 
of overdues in the three selected districts, was tied up with a compara- 
tively long-term scheme of reorganization undertaken all over the 
state The latter provided for the reorganization of primary societies 
with an area conterminous -with that of a gaon sabha, a loan busmess of 
Rs 80,000 and non-credit busmess of Rs 29,000 The survey to be 
undertaken to identify viable and potentially viable societies on the 
basis of these catena was earned out only in respect of 4,838 societies 
falling within the gaon sabhas in the plains districts The programme 
drawn up on the basis of die survey contemplated the reduction in the 
number of societies from 4,838 as on the date of die survey to 2,710 b\ 
amalgamation of 366 societies, liquidation of 2,351 societies and organ- 
ization of 481 new societies In pursuance of dus programme, tall die 
end ofjune 1968, 160 societies had been amalgamated, 1,780 had been 
liquidated and 351 new societies had been organized The pace of 
amalgamation is slow pardy because of the difficulties faced in die 
absence of statutory provision for compulsory amalgamation 

Lending pohcies followed by the co-opcrati\e banks in most cases 
are not production-onented and, although die crop loan s>stem is now 
reported to have been adopted by 7 out of die 8 central banks, mam 
of its important features arc yet to be introduced Mortgage securitx 
is being insisted upon for short-term loans in excess of Rs 500, except 
m one district where die limit has been laised recend\ to Rs 750 
Tenants are being provided credit at about hall the normal scale 
Disbursement of part of die loans in kind is not being undertaken Hie 
increase m the xolume of loans issued which has followed die introduc- 
tion of the ci op loan system has, therefore, been mainly accounted fur 
b\ die offtake of die cash component of die scale of finance No attempt 
appeal's to have been made so far to link credit wadi marketing, though 
die apex co-opcrati\e marketing society in the state has been entrusted 
with die monopoly procurement of paddx in some districts 
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The performance of the long-term credit structure in the state is no 
better than that of the short-term structure The land development 
banks function only in the plains districts as certain special land laws 
in force in the hills districts make it difficult for them to operate m 
those areas Their business is meagre but the level of overdues is Ingli 
The central land development bank has not so far floated any deben- 
tures and obtains its working funds by way of loans from the state 
government 

The Package programme has been in operation in die Cachar 
district of the state since 1963 Nevertheless, the loan opeiations of the 
central bank in the district remained practically stagnant till 1965-6 
because overdues were heavy, foimrng over 83 per cent of die out- 
standings The year 1966-7, however, witnessed a sudden spurt in die 
issue of loans as a lcsult of which die outstandings rose to Rs 97 laklis 
as on 30 June 1967 from Rs 42 laklis as at die end of die pievious 
year The central bank has not introduced die crop loan system in all 
its aspects Disbursement of loans in kmd has been negligible, since 
membeis piefei to avail of feitffizer laccavi which is freely available 
The High-yielding Varieties Progiamme was mtroduced in die state 
in Lharif 1966 when TN-I paddy was tried in selected districts The 
laigct was kept purposely low as die state government felt that the 
progiamme was not likely to make any significant impact on pioduc- 
tion durmg the year Even dns limited experiment did not turn out to 
be successful as, accoidmg to certain leports, the extension still were 
not technically equipped for die new piogramnic By and large, 
eo-opciatives have not been actively associated widi die implementa- 
tion of die intensive agricultural development programmes m the 
slate 

It is clear, on all accounts, dial the record of co-operative credit in 
Assam is one of stagnation and general madequacy As elsewhere, tins 
can be tiaccd, m pait, to factors Ivuig outside the sphere of workmg ol 
the co-operative agency and m part to its own shortcomings 1 lie 
general backwardness ol agriculture ui die state winch explains 111 p trt 
the lestucted demand lor production credit results from v uiuus 
lactors The most impoitant of these is die incidence of Hoods in 
Biahmaputra which lender a broad belt ofland on its eidier side unfit 
foi orderly cultivation ui the rams, apart from die damige caused bv 
waters of its tnbut tries m, mam c ises Secondlv, with 1 irge parts of 
die state being coveted bv lulls uid forests, die area lelt for perm unnt 
cultivation is limited Tlurdlv, die bulk of the cultivated are 1 is under 
cueals, cash ciops accountmg for onlv ibout 15 per cent ol the tot il 
cultivated .net Fourdilv, fumuig is mostlv it die subsistence level, 
based on traditional methods uid wadi little surplus lor s tie bcncduled 
castes and tube's who account for ncarlv onc-fourdi ol die popul .non 
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Table 2 

Procress of Co-operative Credit in Assam 




1956-7 

1969-61 

1966-7 

1967-8 

(Provisional) 

Agricultural Crtdit Socutics 

No of societies 

2,649 

5,235 

3,773 

3,450 

No of villages covered 

Percentage of dormant societies to 
total 

Membership (Thousands) 

75 

16,896 

33 7 
267 

13,991 

68 6 

320 

60 0 
321 

Percentage of membership to rural 
households (Estimated) 


13 1 

13 1 

12 7 

Percentage of borrowing members 
to total membership 

Owned funds (Rs Lakhs) 

12 

35 2 

52 

19 1 

71 

23 4 

Deposits ( 

Rs Lakhs) 

2 

4 

26 

27 

Loans issued 






Short-term ( 

Rs Lakhs) 


40 

142 

213 

Medium-term ( 

Rs Lakhs) 


2 

24 

15 

Total ( 

Rs Lakhs) 

76 

42 

166 

228 

Loans outstanding ( 

Rs Lakhs) 

74 

199 

240 

312 

Percentage of ovcrducs to outstand- 
ing loans 

15 7 

74 0 

62 5 

51 0 

Loans advanced per borrowing 
member (Rs) 


45 

272 

304 

Average per society 

Membership 


28 

51 

85 

93 

Share capital 

S3 

230 

861 

1,620 

1,797 

Deposits 

66 

79 

702 

783 

Loans advanced 

(Rs) 

2,856 

800 

4,399 

6,609 

Central Co-operative Banks 

Number 

11 

(Amounts in 
9 

laklis of rupees) 
9 

8 

No of offices 


17 

18 

24 

26 

Owned funds 


9 

35 

68 

83 

Deposits 

l'rom co-operatives 


1 

3 

85 

96 

From others 


2 

1 

13 

18 

Total 


3 

4 

98 

114 

Loans outstanding 


68 

220 

376 

526 

Percentage of ovcrducs to outstand- 
ing loans 

11 3 

71 3 

56 3 

62 5 

State Co-operative Bank 

Owned funds 


40 

61 

120 

141 

Deposits 

From co operatises 


26 

97 

223 

176 

From others 


200 

369 

711 

779 

Total 


226 

466 

934 

955 

Borrowings from Reserve Bank. 

100 

0 

717 

— 

Loans outstanding 


256 

402 

844 

Percentage of o\ endues to outstand- 
ing loans 

10 2 

36 4 

23 8 

40 4 

Central Land Development Bank 

No of primary land dcselopmcnt 
banks 

O 

5 

16 

16 

Debentures issued 


— 

— 

— 

— 

Loans issued 


O 

0 2 

5 

6 

Loans outstanding 

Percentage of oserdues to demand 

O 

14 

82 

19 

1 
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l'lic shorl-icnn co-opcrUi\e credit structure m Gujarat comprised 
die Cujint State Cooperttne bulk, ib cuitral co-operative banks 
uul 8.761 prim ir\ igncuhur d credit societies is at die end of 1967-8 
Ot tlie 18 ccnlrd co-opcrui\e bulks, 1 j are srrvuig one dtslnct eacli 
i.id tw o , \hnudibid .uul Hills u* ccnlrd b inks) are serving two 

districts c.uh I he rem imui 7 two b uiLs (u/ , \nmh .uul Kodinar) 
ire wg< tlicr co\ e?rmg one dixtrut H\ uul I irge, it e.ui be said di u die 
r Hum dt • it.on ot the looprrilnc b.uikuig striu tore 111 die state li.es 
been loinplrtcd llic onls ecntr d b ink which ls relatively weak is the 
K mil Ciiitrd Coopcr.tivc bank \ special piogruminc lor its 
rch lb’ht iiu>,i h es been under unplenu nt iimn suu e 1965-6 

\boiii 08 pi r cent ot the \ ill 1 ;cs 111 tin stall were colored bv primary 
•gnculturU credit societies as it die uul ol 19G6-7, the coverage by 
1 0.1-di iriiunt iHiclicw done bung 92 per 1 cut '1 he coverage by 
co-opei iti.e. of culm itor householcLs rose stc ulili from j.j. 5 to 52 7 
per ce . miring the period 1960-61 to 1960-7 Although as a piopor- 
lu> ’ to die tot d, die borrow mg mmibeiship declined from 65 per cent 
to d/otu 52 per cent, tin borro..uig» pei borrowing member mere lsed 
from Rs 526 in 15C0-61 to Rs 758 in 1966-7, which, incidentally, w is 
the lughest r nr am si tic in di it sear Vs die as cr ige loan business of a 
prim irs agrieulturd credit socielv m Guj iral ls about Rs 55,000, the 
prospects of developing die souclirs uito uible units should not 
present much cbfiicultv Lieu so, nc irly 39 per cent ol the total societies 
dul not .sork at profit during 1966-7 On the other h.md, the pro- 
grumre of rcorg mu ition 1 iken on hand some tune ago is seen to be 
progrcaing at 1 slot, pace uul is now expected to be completed by 
June 1971 It is respected tint is 1 result of amalgamation of non- 
siablc ^ocieins uul lupiidaliou of dormant oms, the number of societies 
m die st itc will go down bv 2,000 

I he crop loan s\stcm, m us 111 tm aspicls, lias been under nnplc- 
mcntation for scvend >iars in diose dLslricLs of Gujarat wluch had 
prcviousls bun p irt of die er.lwhde Bombay State Although all the 
centr il co-opcr Hive hanks h ivc agreed to adopt tile crop loan system 
from 1967-8, it ls not being full) implemented ui practice by some 
banks lor c\ imph , the e lsIi component fixed duruig 1967-8 undu 
tlu croj) loan jjsiem b> b uiks such as K.ura, b.mask.uith.i, etc, was 
by llself dmost equal lo tlie tot d sc.de ol finance fixed in die picvious 
year Secondly, tlie kind component was not necessarily bung dis- 
burse d m 1 uul in tlie area of some central banks such .is diose of 
Jamnagar, Junagadli and Kutcli, the' re spoasibility for such disbiuso- 
me-nt being left to the societies thirdly, seasonality was not bung 
strictly obse rved Some of the banks were making advances much 
earlier titan die coinme ncement of die agricultural operations Simi- 
larly, m the case of some banks like banaskantha undjunagadh, due 
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The long-term credit sti ucture in. Gujarat is unitary with the Gujarat 
State Co-operative Land Development Bank operating through 181 
branches spread all over the state The important features of its 
operations are the disbursement of large sums by it year after year and 
the emphasis placed on loans for productive purposes The bank 
achieved a record level of loan issues of Rs 16*7 crores in 1967-8 and 
hoped to raise it to Rs 19 ciores m 1968-9 On the other hand, the 
bank’s record m implementing special development schemes with 
assistance from die Agricultural Refinance Corporation has not been 
very impressive Out of 10 approved schemes as at the end of 1967-8 
with a total financial outlay of Rs 7 99 crores of which the Corpora- 
tion’s commitment was Rs 7 00 crores, the assistance availed of from 
the Corporation till die end of diat year was only Rs 0 14 crore as 
against die expected diawals of Rs 1 25 crores Anodier unhappy 
feature, confined fortunately to the year 1966-7, was the rising trend 
m the overdues of die bank which m relation to demand reached a 
level of 24 per cent at the end of diat year This proportion was reduced 
to about 9 per cent as at the end of 1967-8 

The Intensive Agncultural District Programme in Gujarat was 
launched in the district of Surat during the khan f 1962 and with the 
bifurcation of the district into Surat and Bulsar m May 1963 the 
programme came to be in operation in two districts of the state 
Although the implementation of the programme resulted in the doub- 
ling of production credit by co-operatives during the period 1961-2 to 
1965-6 and a large increase in the use of fertilizer, improved seeds, 
etc , only about 35 to 40 per cent of agncultural families came to be 
covered by co-operatives. The High-yielding Varieties Programme 
introduced in the state during khanf 1966 in respect of bajra, maize 
and jowar could not make much progress owing to unfavourable 
weather conditions, shortage of crude oil for irrigation pumpsets and 
late supply of seeds 111 certain areas A survey made by the Programme 
Evaluation Organisation of the Pla nnin g Commission in a few blocks 
in Baroda and Rajkot districts in regard to the working of the High- 
yieldmg Vanetaes Programme brought out some problems in regard 
to the distribution of fertilizers Although the supply points had 
increased, there was an overall shortage of chemical fertilizers, espe- 
cially that of nitrogenous fertilizers which made it difficult for co- 
operatives to issue loans in kind It was also observed that emphasis in 
the blocks studied was more on cash crops tiian on food crops Apart 
from die general inclination of the cultivators to grow more of com- 
mercial crops, the factors which seemed to have handicapped the High- 
vielding Varieties Programme were the madequacy of rainfall during 
two successive seasons, lack of faith in the improved varieties, high 
cost of cultivation and increased physical labour which such varieties 
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I he m ijor shortcoming of co-opei ativ c agi icultui al ci edit m Gujarat 
tppi u*s to ulatc to inadequacy of covciagc Only poi cent of 
cultivator households were iiRmbm 0fagncult111.il credit societies 
Lvcii ilur allowance is made for a propoilion ol cultnatois whose own 
resources are such that the) arc not lihclv to be m need ol co-opei alive 
u edit, dierc seines to be scope loi 1 Mending tins coinage I hough 
52 pi r ci at ol 1111 inbirs boriow , die propoi lion of boi rowing membeis 

10 the cultivator households it 27 per cent is not very high, especially 
whin iccount is idea of tin iact that, according to the All-India 
Rin d Debt uul Investment Survey, is in mv .is Co 1 pci emt of the 
culm itois m the st iti reported borrowings fiom one credit agency or 
the utlu r during iqbi-2 I his might lelleet, in p irt, the hesitation 
1 which persists in some puts of the st ite) to linance tenants It is 
po s>bh th n ith the progri'si\k ldoption ol ill the accepted (entities 
of the crop loin s\stcm, these b.nriers will giadnally be lcduccd and 
ill si cuoiis ol tin popul ition bi ought within the fold of co-opei ative 
cri dit P irt of tin 1 \pl mation for the limited eo\ er lge 111 ly lie* in that 

1 1 rt tin 11 1 is 111 the slate ire sun cptihlc to drought or are inhabited by 
trib il pomil ition, neither of which pi ovules a favouiable setting for 
prog-a 1 institution il eiedit 

Anot! i r vspict of die 1 \p uiduig volume of co-operauvc eiedit winch 
c 'U cencirn is the in uhqu iti supei vision over its proper nsi and 
ricoverv Reports of field mvestigitions in some of the areas throw' 
doubt on the c\um to which the cuitiv itois use co-operative* credit for 
the purposes for winch it is miauled A cruci.d element, which is 
import ml from the point of view ol sound financing and efficient 
supervision, is die availability of the right kmd of managerial stair.it 
the prim. a*) level, whelhei of the short-term structure or die long- 
term Widi the mercasmg dimensions of co-operative lending m 
Guj.uat, it is a matter of grow mg importance that its use should be 
carefully watched and verified 'flu programme of icorgam/ation of 
the primary units with a view to ensuring viability and die employ- 
ment of a full-time paid secretary for each society has not been progress- 
mg quite satisfactorily and the non-olhci.il leaders, foi various re.isons, 
do not appear to be whole-heartedly mvolvcd m the effort Unless this 
problem is taken care of, the credit supplied by die co-operatives may 
be diverted for non-productive purposes and the repayment perform- 
.mcc may, m consequence, be jeopardised 

Lastly, with mcreasing prospects of commercial agriculture on the 
one hand, and of investment in wells, pumpsets, etc , on die odier, it 
appears that Gujarat can pci haps offer a reasonable scope for the 
commercial bank, to fin.mce the agricultural sector, both foi shoit- 
ttrm and medium-term or long-term credit In particular, the needs 
of some of those who have substantial holdings but cannot obtain 
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adequate credit from the co-operatives can be nought to bo met by the 
commercial b;uiL> So loo e.m be met die needs of the farmers who can 
organize and operate viable units of animal husbandry or of the 
proccssmg ol agncultui il produce Uhosc commercial banks winch for 
historical reasons h ive close connexions nidi uul deep roots in Gujarat 
ire well fitted to pla\ a significant lole m dus spin re 

J \M.Mb K KASHMIR 

6 The co-opt rune movement m J.unmu &. Kashmir has had a 
chequered Iusiorv llu mbd r uds on the state in igj.7 and die 
subsequent occup ition bv Pakistan of a part of its tirntory dealt a 
severe blow to ui alri ids wt ik movement, suice a large part of die 
lo ms ouLst uiduig to t o-oper itn e banks w.is accounted for by societies 
m die occupied area The movement was, to some extent, rehabilitated 
m 1953 when die stile government provided a subsidy of Rs 15 6 
hklis to die bulks to scale down the chills outst.uidmg against diose 
societies jnd nlso undertook i progr.imme of orgamzuig new multi- 
purpose socieUes at die prim irv level and weeding out such of the old 
ones as had no cJi nice ofsurvnal This couicided widi the extension of 
die Reserve Bulk of India Act, 193 to Jammu Kashmir, which 
enabled the co-operative bonks m the state to avail themselves of 
fm.uicial iccommodauon from die Reserve Bank The state govern- 
ment's decision to channel all agricultural loans for paddy procure- 
ment through die co-opcrativcs also enabled them to expand then 
credit operations appreciably 

Ihe short-term co-operative credit structure 111 the state comprised 
the Jammu &. Kashmir State Co-operative Bank at the apex level and 
tlirec central co-operauve banks at the district/iegional level, besides 
1,03 j. primary agricultural credit societies at die base as at die end of 
1967-8 The Jammu < 5 L Koshrrur State Co-operative Bank formed in 
195}. directly finances not only die primary agricultural credit societies 
m Srinagar and Ladakh districts where theie uic no central banks 
but also the marketing societies in Anantnag .uid Baramulla districts 
wluch are served by a central co-operative bank each There is as yet 
no proposal either to organize a scpar.ite central bank for Srinagar 
district or to hand over the financing of marketing societies m 
Anantnag and Baramulla districts to the respective central banks 
The other central bank in the state serves die entire Jammu Provmcc 
comprising six districts 

The 989 primary agricultural credit societies in the state as at die 
end of 1966-7 covered about 86 per cent of the vdlages Howevei, as 
142 of them were dormant, die proportion of villages covered by 
active societies was 77 per cent The membership of die societies 
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acute food, shortage m the state the government once again decided in 
January 1967 to recover the loans only in paddy theieby reversing its 
earlier decision to de-link procurement from the finance provided by 
it and to give members the option to repay their loans either m cash or 
m the shape of paddy These policies resulted on the one hand, m some 
individual members being over-financed, since they had already been 
financed by agricultural credit societies, and, on the other, m a numbei 
of members failing to repay loans m the form of paddy m view of the 
differential between the price fixed by the government and that pre- 
vailing m the open market Further, under orders of the state govern- 
ment, no interest was to be charged for loans given for paddy cultiva- 
tion As a result, the co-operative ciedit institutions at different levels 
were left without anv maigin on a large pait of their loans 

It is not surprising that in the situation described above there should 
be a heavy accumulation of overdues at all levels of the structure 
Overdues at die primary level as already mentioned stood at 63 3 per 
cent m relation to loans outstanding at die end of 1965-6 This propor- 
tion, however, came down to 40 2 pei cent m 1966-7 and fuither to 
24 4 per cent in 1967-8 At the central bank level the proportion of 
overdues to demand ranged from 21 to 60 per cent as on 30 June 1968 
Another major weakness of the structure was die existence of a large 
volume of accumulated bad and doubtful debts with the apex bank 
and two of the three central banks m die state as against which dien 
bad debt reserves were extremely meagre 

The experience m die last few years has shown die inadequacy of the 
stabilization arrangements made m the state Even die basic step of 
amending the by-laws for transferring 1 5 per cent of the net profit to 
the stabilization fund has not been taken by any bank except the 
Jammu central bank Besides, die draft rules for die operations on the 
funds have not been approved by the state government The funds 
with the apex bank and the Jammu and Anantnag central banks built 
up out of contributions from profits amounted to only Rs o 63 lakh 
as on 30 June 1968 However, as the profits earned by the banks are 
only nominal, this source can hardly help to augment diese funds 
substantially 

Another unsatisfactory feature of the co-opeiative credit structure in 
the state is that the co-operative banks have made htde progress in 
mobilizing deposits or building up share capital The paid-up share 
capital of the apex bank has remained more or less stagnant during the 
last five years There is no provision in the bank’s by-laws for linking 
shareholding with borrowings and even the Registrar’s circular issued 
m 1963 prescnbmg a ratio of 7+ per cent for this purpose has not been 
stricdy enforced The position is not much different even at the central 
bank level, at which the stipulated share-linking ranged from 7J per 
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encouraging The H V P too did not receive any ciedit support from 
co-operatives mainly because of lack of co-ordmation between the 
programme authorities and the Go-operation Department Notwith- 
standing the poor piogiess undei these programmes, the state govern- 
ment introduced in kharif 1967 a ‘ Crash Piogiamme ’ for increasmg 
foodgrains pioduction in certain blocks in Anantnag and Jammu 
districts which commanded assured irrigation facilities For working 
out of the programme and ensuring co-ordination among the various 
departments, the government constituted a co-ordination committee 
at the state level At the same time, the central banks were also mduced 
to lend gieatci support to these efforts on the credit side than in the 
past Thanks to these efforts, the * Crash Programme 5 is understood 
to have achieved striking results in terms of the considerably high food 
production which materialized in these areas during kharif 1967 and 
1968 

Before attempting an assessment of the peifoimance and prospects 
of co-operatives m Jammu & Kashmir, we consider it relevant to refer 
to the agricultural, institutional and administrative background of the 
state To take up first the agriculture in the state, it can be readily seen 
that some of its features are favourable for the development of institu- 
tional credit With nearly 34 per cent of the cropped area under 
irrigation, Jammu & Kashmir is one of the foremost states in the 
matter of irrigation Another factor of strength m the economy is the 
richness and variety of the fruit orchards which, if suitably developed, 
can raise the general level of profitability of agriculture The third 
feature is that the implementation of land reforms in this state is 
considered to have been more effective and far-reaching than m many 
others As against these favourable circumstances, there are also a few 
handicaps which may impede the development of institutional credit 
such as the low rate of literacy (the lowest in the country), poor 
communications and the legacies of the troubles which the state had to 
face more than once on its borders Finally, it seems that there is need 
for improving the efficiency of the departmental and institutional 
machinery m order to make it equal to the responsibilities associated 
with any dynamic programme of planned development 

As mentioned earliei, on any reckoning, Jammu & Kashmir finds 
itself among the least developed areas of the country in the aspect of 
co-operative agricultural credit While the deterioration in recent years 
can be largely attributed to the drought conditions m the state m the 
years 1964-5 and 1965-6 and the bolder conflict with Pakistan m 
September 1965, other factors also account, m part, for the set-back 
These are connected on the one hand with the policies pursued by the 
government and on the other with the manner in which the co- 
operatives themselves have functioned The state government has not 
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been consistent either mits support of die co-operatives or m its concep- 
tion of the co-opeiatives as an instrument of government pohey as, for 
example, in die matter of pi ocui ement N01 has thei e been effective im- 
plementation of agiced all-India policies such as die crop loan system, 
die strengthening of co-opeiativc structure and die building up of 
stabilization funds 

Among die internal weaknesses of die co-operatives themselves, the 
most disquietmg relates to the high and rising level of ovcidues Equally 
depressuig is die lccord of die co-operative banks in die matter of 
mobilizing deposits and building up share capital Supervision over 
the co-operatives which is hugely in government hands is haidly 
adequate or efficient Finally, the type of staff and management which 
die co-operative banks and societies now command is seldom satis- 
factory as diey are not always suitably tramed or competently dnected 

On an overall view, the prospects of development of co-operative 
agricultural credit in Jammu &. Kashmir in the near future do not 
seem bright Nor does improvement seem likely unless there is a 
determined effort on the part of die state government to follow an 
earnest and consistent policy of support to the co-operatives, and on 
the part of the co-operatives to tone up their operational efficiency 
through recruitment of better staff and piovision of moic adequate 
training and more effective supervision On the other hand, the 
requirements of agricultural credit are bound to grow rapidly at least 
m the Kashmir Valley and Jammu district with the adoption of 
improved agricultural technology and with fruit cultivation organized 
on modem busmess lines It is, therefore, necessary for the state 
government to consider how best to ensure that these expanded credit 
needs are adequately met by co-operative 01 odier institutional 
agencies 
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7 The short-term co-operative credit structure 111 Kerala, as at 
the end of 1967-8, consisted of the Kerala State Co-operative Bank, 9 
central co-operative banks each saving one district and 2,256 piimary 
agricultural credit societies covering almost all the villages in the state 
The effective coverage by non-dormant societies was, however, only 
75 per cent at the end of June 1967 The membership of all societies 
covered 48 per cent of the total rural households and about 59 per 
cent of the cultivator households The pioportaon of borrowing members 
to total membership, which had declined from 48 pei cent in 1960-61 
to 36 per cent at the end of 1966-7, slightly improved to 38 per cent 
in 1967-8 A major problem at the primary level is that of overlapping 
jurisdiction and the consequential possibility of dual financing With 
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cent in the previous yeai So far as overdues arising from natural cala- 
mities are concerned, the state co-operative bank has amended its 
b>-laws for crediting 15 pci cent of its net profit to its stabilization fund 
The state government has agreed to transfei die entire dividend m 
excess of 3 per cent received on its shareholding to the fund but has 
not made any outright contribution to die fund under the centrally 
supported scheme for strengthening stabilization arrangements All 
the central co-operative banks have now built up their stabilization 
funds. However, the main leason for the overdues where they are heavy 
is not die incidence of natuial calamities but the poor quality of super- 
vision exercised by the central co-operative banks There were, for 
instance, heavy arrears in receipt of disbursement statements, rectifica- 
tion of audit defects and inspection of societies Some banks failed to 
ensure regular visits by supervisors to all die societies, to specify their 
duties and to watch their work thiough appropriate lecords 

The performance of co-operatives m Kerala in the mobilization 
of lesources has been fairly promising The average share capital per 
primary agricultural credit society at Rs 22,189 as at the end of 
1967-8 was the highest for any state The total deposits of the primaries 
at Rs 6 30 crores were also die highest for any state except Punjab 
Agam, the average of deposits per society at Rs 27,926 in Kerala was 
not only the highest for any state m the country but far in excess of 
the next highest average, viz , Rs 10,170 for Punjab The high density 
of population and the traditional banking habits of the people m the 
rural areas of the state probably account for these creditable achieve- 
ments The deposits of the central banks more than doubled during 
the Third Plan period At the end of June 1968, the average of deposits 
per bank was higher than the corresponding average in all the other 
states except Gujarat, Maharashtra and Tamil Nadu Anodier note- 
worthy feature is the steady growth in the deposits of the banks from 
sources other than co-operatives This appears lemarkable especially 
if it is realized that there were only 62 offices of the central banks 
serving 92 towns, that Kerala is well served by a large network of offices 
of commercial banks and that large deposits are held with the primary 
agricultural credit societies The apex bank and * A ’ and * B ’ class 
central banks have been approved for the acceptance of security 
deposits from contractors and deposits from local bodies and quasi- 
government institutions other than the universities and religious 
endowments The record of the state co-operative bank m mobilizing 
deposits has, however, been disappointing despite its bemg a long- 
standing institution, especially in contrast to the performance of central 
banks and primaries in this respect 

The short-term credit limits sanctioned by the Reserve Bank of India 
to the state co-operative bank on behalf of the central banks for 
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Rising ovudius 111 iut.1111 banks, rigid lending policies and lack of 
ulditional si ill' were the other factors which pie\cntcd co-operatives 
fioni extending tlie nteessai) sup|ioil to the agricultural programmes 
on the credit side 

1 lie long-term cudii structure 111 Kerala consists ol a central land 
dc\clopmeiil bulk and 18 primarv 1 md development banks serving the 

0 dinners 111 tile state \ major weakness of its opeiations has been the 

1 lr^e proportion ol lo 111s m ule till recently foi redemption of prior 
debts Yllhough ippheations lor loins loi this pmposc are not being 
e nlertaiiied suiee June 1980, theie appears to be still considerable room, 
md need, for r itionah’ing the lenelnig pollens in general Thus, even 
now, 1 1 irgc proportion of the lo uis advanced by the land develop- 
ment bulks is lor purposes which art not capable of c is> identification 
such as levelling, bunding and reclamation of land A limited study 
carried out bv the Reserve bank to ascertain the exact nature of 
nnpro. cine ills sought lo be fin meed b> the bank under these purposes 
revealed <011 e 111st lines ol niisutih/ ltion of loans Further, the norms 
for determining the out! iv fordiflcrcnt purposes, the probable repaying 
capaeitv md the v du ltion ol land for purposes of security did not 
ippe tr to have been irriveel .it on scientific lines Another cause for 
concern has been the fict that the proportion of ovcrducs to demand 
stood it jj per cent 111 1967-8 both it the apex and the primary levels 

I ue b lid chd not float an> series of rural debentures until 1967-8 after 
us first issue 111 1982 had met with poor response Cvcn the rural deben- 
ture series of Rs b lakhs floated 111 1967-8 did not meet with much 
success A sum ofonlv Rs o 90 lakh could be collected from individuals 
as against Rs 2 80 lakhs required for securing the matching subscrip- 
tion of Rs j 20 lakhs from the Reserve Bank The land development 
buds have also been slow to exploit the potentialities which exist in 
the state for financing plantation crops and other special development 
schemes although a beginning has been made 111 1967-8 to seek the 
assistance of the Agricultural Refinance Corporation for financing such 
schemes 

Reference may be made here to a few factors m Kerala favourable for 
the development of the institutional type of agricultural credit With 
hardly anv area susceptible to famine, it has a variety of crops, includ- 
ing the remunerative plantation crops and fruit orchards, which made 
the gross value of agricultural output per acre in the state the highest 
in the country in 1966-7 In regard to per acre consumption of ferti- 
lizers also, Kerala ranked fust among the states Two other factors 
congenial to the growth of co-operatives are the predominance of 
cultivators with small holdings, who have relatively more to gain 
from a system of co-operative credit, and the high rate of literacy in 
which Kerala leads all the other states The density of population, 
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which is the highest for any state, may also be considei ed as a favourable 
circumstance in that it should enable a credit society to achieve viabil- 
ity even within a relatively small area of operation The traditional 
familiarity of the rural population in Kerala with banking habits is 
another advantage Against this backgiound may be viewed the record 
of co-operative agricultural credit m the state, winch is a somewhat 
mixed one While in some directions such as deposit mobilization 
progress has been satisfactory, there are others m which much leeway 
is yet to be made Mention has already been made of the limited 
coverage of co-operative membeiship, the low pioportion of borrowing 
members and the poor level of advances per member and the haltmg 
progress made in liberalizing certain restrictive features in loan pohcies 
Rising overdues present a problem in certain areas The traditional 
bias — both at the central bank and primary society levels — in 
favour of financing non-agncultural and often unproductive purposes 
was, till recently, another factor retarding the smooth flow and steady 
expansion of agricultural credit Adoption of production-oriented 
loaning pohcies, rationalization of the structure at the primary level, 
and formulation and implementation of special schemes of agricultural 
development to be supported by long-term credit can be said to be 
among the mam directions in which progress is called for 


MADHYA PRADESH 

8 As at the end of June 1968, the shoit-term co-operative credit 
structure in Madhya Pradesh comprised the Madhya Pradesh State 
Co-operative Bank, 43 central co-operative banks and 10,109 primary 
agricultural credit societies The Madhya Pradesh State Co-operative 
Bank which was formed in 1958 by the amalgamation of the two erst- 
while apex co-operative banks in the Mahakoshal and Madhya Bharat 
regions of the state is still an institution with business of modest 
dimensions though serving the largest state in the country The number 
of central co-operative banks has been reduced during the last decade 
through a programme of rationalization so that at present there is one 
central bank in each district The fact that the averages per central 
bank m Madhya Pradesh are well below those for the country as a whole 
in respect of deposits, loans issued, etc , indicates the weak financial 
position of most of the banks in the state Nearly one half of the banks 
can hardly be considered as viable according to accepted norms In 
particular the seven banks in the Vmdhya region are extremely weak, 
both financially and operationally The working of some of the banks 
m this region and elsewhere, viz , Bastar, Dhar, Jhabua, Satna, 
Shahdol and Vmdhya, has virtually come to a standstill and, at the 
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mcffectixe supervision, delay m passing on recovenes at the society 
lex el to the central banks, lack of prompt action against xvilful defaulters 
and die general slackness in die effort to recover loans Stabilization 
arrangements are yet to be adequately strengthened Although the apex 
bank had a sum of about Rs 3 crores in its stabilization fund as at the 
end of 1967-8, die total amount to the credit of such funds at the central 
bank level xvas only Rs 33 lakhs Supervision, which is the responsibility 
of central banks, remains to be tightened up, by an improvement of its 
quality in all banks and by augmentation of die supervisory staff in some 

The x olumc of own resources of the state co-operatix e bank has gone 
up by about six times duiing the decade ended 30 June 1968, but it is 
still hardly adequate in relation to die extensive responsibilities asso- 
ciated xvith the apex institution of this large state In the case of central 
banks, die average share capital of Rs 19 lakhs and the average deposits 
of Rs 42 lakhs per bank at the end of 1967-8 are far below die corres- 
ponding all-India averages of Rs 30 lakhs and Rs 86 lakhs respectively 
Although the state government has permitted local bodies, statutory 
authorities, etc , to keep their surplus funds with the state co-operative 
bank and ‘A’ or ‘ B ’ class central co-operative banks, this decision 
does not seem to have made any appreciable impact on their deposits 
For one thing, nearly two-thirds of the central banks in the state are 
in ‘ C ’ class and therefore ineligible for these deposits and for another, 
the financial position of many local bodies is not such as to leave them 
xvith any sizeable surpluses At the end of 1966-7 there were only two 
central banks in the state xvith deposits exceeding Rs 1 crore while as 
many as 21 banks had deposits beloxv Rs 30 lakhs To some extent, 
this may be due to the limited deposit potential which exists in parts 
of the state Again, a third of the population in Madhya Pradesh is 
made up of scheduled tribes and scheduled castes — the highest number 
for any state — of xvhich the scheduled tribes alone constitute 2 1 per cent 
of the total population of the state The tribal economy, particularly in 
the intenor, is still largely non-monetized This perhaps explains why 
commercial banks have also hesitated to extend their activities in the 
state to any sizeable extent The number of commercial bank offices in 
the state at the end of 1967 hardly accounted for 4 per cent of the total 
number of their offices in the country and the deposits at their offices 
in the state form a still smaller percentage (2 5) of the total commercial 
bank deposits m the country These factors again partly account for 
the sloxv deposit mobilization by even the central co-operative banks in 
the state although, in the matter of branch banking, they have made 
notable progress xvith as many as 490 branches of their own at the end 
of 1967-8 

The Package programme xvhich was introduced in the predominandy 
paddy growing district of Raipur has brought about a satisfactory 
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at the end of 1966-7 Still another bright feature of the co-operative 
movement in die state is the active suppoit which it has received from 
the government in many directions For example, this was, perhaps, 
the first state to implement the policy of channelling taccavi funds 
through the co-operative credit structuie, though the procedure 
adopted for die purpose called for improvement in certain aspects 
The government also used its influence to push through the rational- 
ization of the central co-operative banking structure m the face of 
powerful opposition to this reform in individual instances The record 
of this state is also notable in regard to the reduction of the number of 
primary societies by amalgamation of small societies and liquidation 
of stagnant ones 

While diese are some of die hopeful factors m the situation, there are 
certain obvious handicaps in the development of co-operative agricul- 
tural credit in the state We have already referred to such natural 
factors as the economic backwardness of the state, difficult communica- 
tions, and the traditional nature of agriculture winch are bound to 
have a beanng on the demand for agricultural credit and the quality 
of working of the institutions providing such credit Bodi as a result of 
the operation of these factors and of the weaknesses m the leadership 
and management of the co-operative banks m the state, overdues have 
emerged as a major problem While the overdues which result from 
crop failure can be tackled temporarily through stabilization arrange- 
ments, those which have their origin in the operational shortcomings 
of the credit institutions present a difficult problem which can be solved 
only if the crop loan system is adopted fully and wholeheartedly, 
arrangements for supervision are improved and viable primaries are 
gradually built up Secondly, despite the progress m the last few years, 
the general level of efficiency of the personnel connected with co- 
operative agricultural credit remains relatively low and hardly equal to 
the task of administering a production-oriented system of agricultural 
credit Nor are prospects of the emergence of good co-operative leader- 
ship equally bright or promising m all parts of the state in view of 
various factors such as disturbed and backward conditions m tribal 
areas, the prevalence of feudal traditions m parts of the state (though 
in a diminishing degree), and the generally low standards of literacy (the 
lowest among all states except for Jammu and Kashmir) 

As regards the other important aspect of successful institutional 
credit, viz , the mobilization of resources, the background of economic 
conditions in the state is such as to restrict the possibilities m many 
areas The deposit potential is, however, bound to improve with 
agriculture rising to higher levels of technology and more gains in 
terms of higher prices and increasing incomes accruing to the rural 
community The fact that there has been no substantial extension of 
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commercial banks to the small towns of the state as yet is also a factor 
which co-operative banks can exploit to their advantage This they 
can do only if they so tone up their levels of operational efficiency as to 
provide service of the required quality and variety to the prospective 
depositor and tap his savings All these factors emphasize the need for 
qualified and trained staff being placed in charge of these institutions 
These are some of the factors which do suggest that co-operative 
credit m Madhya Pradesh may not be able to keep up the momentum 
of progress which has been in evidence m the recent past Some of the 
basic weaknesses did not come very much to the surface in the initial 
years of growth, as — thanks to increasing membership — the co- 
operatives were able to expand their lendings without being handi- 
capped by the large and growing number of defaulters However, 
because of the paucity of resources on the one hand and the continuing 
increase in the number of defaulters on the other, it may not be easy for 
the co-operatives to maintain their expansion of credit in future unless 
recoveries improve These limitations on what the co-operatives can do 
m the near future in the state are of material significance because agri- 
culture m Madhya Pradesh is beginning to witness increasing res- 
ponsiveness to improved techmques If these trends gather momentum, 
the rate of expansion of co-operative credit which is based on the 
ability of the structure to step up its efficiency may not keep pace with 
the emerging demand for production and investment credit unless the 
co-operatives can strengthen themselves m organizational and financial 
terms appreciably and soon 

MAHARASHTRA 

9 The record of Maharashtra in the field of co-operative agricultural 
credit has been one of a high level of achievement The tempo of 
development, however, has not always been consistently maintained 
According to the All-India Rural Debt and Investment Survey, the 
borrowings of cultivators from co-operatives during 1961-2 formed 38 
per cent of their total borrowings from all agencies In no other state 
did the co-operatives account for as large a proportion of rural credit 
The average borrowing per reporting cultivator from the co-operatives 
was Rs 43 1 which was nearly as high as that from all the agencies put 
together More recently, there has been a contmuous rise in the 
membership and loan operations of agricultural credit societies but 
the proportion of borrowing members to the total membership declined 
from 67 per cent in 1960-61 to 53 per cent m 1967-8 

The apex and central co-operative banks m the state have built up 
a strong capital base, mobilized sizeable deposits and have emerged 
as effective agencies fqr the supply of production-oriented rural credit 
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h ne oticii ban pushed up is a lesult of vai 1011s pressures, sometimes of 
.1 politic il nature, opu.itmg m field workers’ conferences The posi- 
tion is sometimes iurilur aggravated when, m the absence of satis- 
factory arrange incuts foi verification, the acreages arc inflated and 
crops having higliu scales ot finance aie wrongly shown m the normal 
credit statements .\J1 these piactices sometimes result m the overfinanc- 
mg of the cultivator and increase the possibility of misapplication of 
credit It is relevant lo note, m this context, that inadequate irrigation 
laahtics, uncertain 1 unfall and pool soil conditions, limit the scope foi 
intensive agriculture uul hence the capacity foi absorbing credit 111 
productive use, in some puts of the state 

Resource mobilization is anothei field in which the co-operative 
banks of Mahanshtra have made pioneering efforts in certain dncctions 
md achieved linpicssivc results The rise in the apex bank’s deposits 
irom a little ova Rs 21 crores to Rs 63 crores between 1960-61 and 
1967-3 lias been f initiated by the continued suppoit of important 
public sector institutions which deposited then surplus funds with the 
b ink The centr il co-operative banks too commanded deposits of an 
appreciable volume, is many as 24 out of 25 of them having deposits 
111 excess of Rs 1 crore as on 30 June 1966 All the central banks received 
deposits from gi lla panshads which formed, on an avciage, about 12 
per cent of their aggicgate deposits One of the factors accounting for 
the sizeable deposits of the co-opeiative banks of the state is the well- 
knit system of branch banking which they have developed over a num- 
ber of )cars with the assistance of a scheme of the state government to 
subsidize uneconomic branches for a period ranging from 3 to 6 years 
The average number of branches per central bank was 27 as at the end 
of June 1968 The provision of banking facilities to the public by these 
brandies has been facilitated by the operation of a special mutual 
arrangement scheme for the issue of remittances between them for the 
benefit of their clientele Thanks to the substantial volume of own 
resources, the dependence of the state and central co-operative banks 
on outside borrowings is much lower than in other states The apc\ bank 
also ensures that the central banks contribute a sizeable portion of their 
requirements from their own resources for their loan operations by 
allowing reimbursement only to the extent of 75 per cent of the current 
outstandings in the case of central banks in western Maharashtra, and 
90 per cent in the case of those in Vidarbha and Marathwada 

During the period 1960-61 to 1967-8, the loan outstandings of 
central banks in the state increased nearly three-fold The bulk of these 
loans is for short-teim purposes, the level of medium-term advances 
being very low because loans for purposes such as digging of, and 
repairs to, wells and purchase of pumpsets are being advanced largely 
by the land development banks in this state The apex bank has made 
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Tiiough it is largely through the land development banks that the 
state government routes its long-term taccavi , the policy of disbursing 
Lucan loans only through co-opcrativcs is not acceptable to the state 
gov ernment Fertilizer taccan was bung given not only to non-defaulter 
members who cannot raise co-operative credit because of the inability 
of their societies to get fresh loans from central banks on account of 
heavy overducs but, till recently, even to those who had defaulted on 
co-operative loans 

The experience of co-operative credit in Bhandara, the district 
selected for the Package programme in dns state, was not satisfactory 
lliere was a steady deterioration in the finaneial position of the central 
co-operative bank in the district 111 the years following the introduction 
of tins programme bee luse of various factors such as the presence of 
main wilful defaulters at the primary level, large scale misappropria- 
tions in the affiliated societies, inadequacy of supervision, failure of rains 
ind die prevalence of group rivalries in the management of the bank 
The financing of defaulters, first by the co-operatives against govern- 
ment guarantee and later by government, only tended to worsen the 
situation and increase the level of overducs, as also the proportion of 
defaulting societies Some progress, how'ever, has been made in the last 
few >cars 111 correcting this situation by a careful investigation into 
individual cases of default and a steady drive to make recoveries Nor 
vs as die initial experience with the High-yielding Varieties Programme 
sausfactory partly because of the inadequate preparation and arrange- 
ments for the provision of seed and fertilizer and partly because of the 
hesitation on the part of cultivators Failure of the monsoon and the 
inadequacy of the extension effort were two of the reasons for the limited 
supply of co-operative credit to those participating in this programme, 
but the presence of a large number of co-operative defaulters among the 
lists of participants was also a relevant factor Co-ordination between 
the different departments engaged in the implementation of agri- 
cultural programmes in the state was also inadequate 

Though the co-operative credit structure in Maharashtra has shown 
noteworthy progress in many aspects, it appears to have developed 
certain weaknesses mainly because die process of rapid expansion of 
operations was not accompanied by a corresponding effort to strengthen 
and improve the supervisory machinery The most obvious signal, 
which is also an alarming one, is the rising level of overdues referred to 
earlier Other signs of weakness which are in evidence include the 
incidence of ghost acreages, unseasonal loans and recourse to transac- 
tions suggestive of book adjustments With the current growth of the 
quantum of credit dispensed, these defects are beginning to have an 
unhealthy effect on the credit structure in the matter of its sound and 
smooth working 
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There are also a few other features of the experience of co-operative 
agricultural credit in Maharashtra wluch require attention Firstly, 
111 spite of die extensive coverage by die co-operatives, there is reason 
to believe diat die small cultivator and the tenant are somewhat 
neglected and that the benefit of co-operative credit goes, predomi- 
nandy, to die larger cultivators Secondly, as stated earher, die develop- 
ment of the nun ement has not been uniform 111 all the areas of the state 
Though the Konhan, Vidarbha and Marathwada areas are not as 
well developed as western Maharashtra, efforts have been put in 
for raising the lc\ els of co-operative performance even in these areas and 
creditable results have been achieved There is still considerable scope 
for imprm ement bodi widi regard to the spread and quality of co- 
operative movement in diese regions widun the limits set by the eco- 
nomic conditions 111 diese areas Thirdly, the management and staff 
of co-opcratn e banks arc not in every case equal to the growing and 
complex responsibilities which are now devolving on them There is 
need for streamlining die internal operating procedures and improving 
die number and quality of staff at different levels Fourthly, the need 
for viable and cfficicndy run primary societies is not yet fully 
recognized Fifthly, co-operative marketing and the linking of credit 
with it have yet to make significant headway beyond what they have 
achieved in the context of the large programme of government pro- 
curement through co-operatives and the impressive growth of co- 
operative sugar factories Lastly, there is reason to fear that, in then 
working, co-opcratives are commg under the influence of political 
interests 

Notwithstanding these factors which, to a hmited extent, detract 
from the progress made in this state, the fact remains that Maharashtra 
has been a pioneer in various aspects of co-operative agricultural credit 
such as diose relating to crop loan system, deposit mobilization, State 
partnership, stabilization arrangements for meeting the impact of 
crop fadure, etc The movement in the state has achieved remarkable 
results and equipped itself sufficiendy m organizational and financial 
terms to be confidendy trusted to provide adequate support to any 
programme for mtensive agricultural production or development if 
the overdues can be brought down substantially and the large numbei 
of cultivators who are now defaulters can make themselves again eligible 
for co-operative credit by clearing their arrears 

MYSORE 

10 Co-operative credit in Mysore had its beginnings m the early 
years of this century m the area of the old Mysore State It has witnessed 
many structural changes, among which mention should particularly 
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South Kanara and Rs 200 m North Kanara and Tumhur. It is under- 
stood tliat no loans arc advanced against personal sureties in Bidai 
and Clntradurga districts, while in the Bangalore, Bijapur and Kolar 
districts only landowners are accepted as sureties Though die Co- 
operative Societies Act provides foi loans against the declaration of 
a charge on the land or on interest m die land, this practice is not 
operative 111 some distncts, as the records of rights in land are not 
up-to-date 

Overducs at the central bank level, which have been mcreasing 
from ^car to \ear, stood at nearly 24 pci cent of demand as on 30 
June 1968 The o\crdues in some individual banks had assumed 
alarming pioportions It was m the context of this trend and the 
lcsultant rise 111 the bad and doubtful debts that the state govern- 
ment, on the advice of the Reserve Bank, had taken on hand in 1967-8 
a scheme for the rehabilitation of the Chitiadurga, Hassan, Kolai, 
M\sore and Tumkur central banks Except m the case of Hassan bank 
and to some extent die Chitraduiga bank, the scheme docs not seem 
to have brought about the desired improvement as the overdues in 
die odier dircc banks continued to be high being in the legion of 70 
per cent of demand at the end of 1967-8 In addition, the position 
in the banks of Bangalore, Mandya and Raichui (with overdues langing 
between 44 and 62 per cent of demand) had also deteriorated The 
position at the primary level can be said to be even worse, judged 
bv the fact diat die overducs to primaries in die state as a whole 
stood at over 40 per cent in relation to outstanding loans as at the 
end of 1966-7 and 1967-8 It has been repoited that the overdues 
are particularly high in the districts of Bangalore, Clntraduiga, 
Hassan, Kolar and Mysore More determined efforts are, dieiefoie, 
called for on the part of the concerned banks and societies, and the 
Co-operation Department to intensify recovery measures in these 
areas 

A major factor contributing to the pool repayment perfoimance 
in some of the districts such as Bellary, Bijapur and Raichur is the 
frequent incidence of drought In years of acute drought conditions, 
some of the other areas of the state are also badly affected Dunng 
1 965-6, for instance, short-term agricultural loans amounting to 
Rs 2 25 crorcs had to be converted into medium-term loans m 1 5 
districts for which the apex bank availed itself of a corresponding 
conversion of Rs 1 26 crorcs from the National Agricultural Credit 
(Stabilisation) Fund of the Reserve Bank The stabilization fund of 
the apex bank as on 30 June 1968 stood at Rs 1 37 crores which in- 
cluded a contribution of Rs 1 10 crores from the state government 
while those of the central banks were much smallci, amounting, in 
all, to only Rs 23 lakhs as at the end of 1967-8 
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because they had been fixed at unrealistically high levels and partly 
because of adverse seasonal conditions and die late introduction of 
die programme m many districts The co-operatives could not extend 
much support to the piogramme on die credit side on account of 
factors such as the high level of overdues and die resultant ineligibility 
of manv of die societies and members for fresh finance, lack of adequate 
and effective co-ordination between government authorities and central 
banks and the restrictive loan policies of the co-operatives 

Agriculture in Mysore is notable both for its past lecord and future 
promise More than one half of the total area of die state is under 
cultivation Not only is Mysore nearly self-sufficient in foodgrams , 
diere is also substantial cultivation of fruits and vegetables as also of 
exchange-earning plantation crops The irrigation projects already 
m progress should help to bring more dry lands under intensive culti- 
vation, expand possibilities of double cropping, and also, more im- 
portantly, reduce the uncertainties which now handicap farmmg in 
areas entirely dependent on rams All this should imply, m turn, a 
growing demand for credit for current production no less than for 
investment m land improvements, aids to irrigation and farm machi- 
nery Raichur district, for example, is an area in which, dianks to the 
Tungabhadra Project, a big spurt may reasonably be expected in 
agricultural production and investment and, as related to it, in demand 
for credit 

Co-operative credit in Mysore presents a picture of uneven develop- 
ment In a few districts, such as those transferred fiom die erstwhile 
Bombay State, the credit structure is fairly strong in terms of resources 
and operational efficiency and has been able to make continuous 
progress supported by the relatively more commercialized agriculture 
of those areas Progress has also been witnessed in South Kanara 
and Coorg, in which areas too agriculture is generally remunerative 
and in Mandya where the Package programme has been m operation 
for the last few years It is m the rest of the state that die movement 
has, in recent years, remained stagnant and m some cases, even suffered 
a set-back To some extent, this reflects the weakness of the farm 
economy itself in these areas in that it depends mainly on uncertain 
rains and is based on the relatively less remunerative food crops 
In part, this also suggests that the central banks m these areas, bemg 
of relatively recent origin, have not mobilized substantial deposit 
resources or attained reasonable standards of operational efficiency 
Nor has the machinery of the Co-operation Department in the field 
proved itself such as to provide the requisite technical guidance and 
watchful supervision, especially as it has been drawn from three or 
four states, with uneven standards of recruitment, training and 
operation 
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Table 9 

Progress of Co-operative Credit in Mysore 



1956-7 

1960-61 

1966-7 

1967-8 
( Provisional) 

Agricultural Credit Societies 





No of societies 

7,318 

9,107 

8,915 

9,090 

No of villages covered 


21,630 

25,841 


Percentage of dormant societies to 





total 


14 0 

12 9 


Membership (Thousands^ 

768 

1,198 

1,557 

1,630 

Percentage of membership to rural 





households (Estimated) 


35 5 

39 8 

40 2 

Percentage of borrowing members 





to total membership 


52 0 

40 4 


Owned funds (Rs Lakhs) 

144 

621 

1,194 


Deposits (Rs Lakhs) 

72 

122 

203 

225 

Loans issued 





Short-term (Rs Lakhs) 


1,258 

2,050 

2,303 

Medium-term (Rs Lakhs) 


157 

162 

149 

Total (Rs Lakhs) 

539 

1,415 

2,212 

2,452 

Loans outstanding (Rs Lakhs) 

643 

1,607 

2,886 

3,304 

Percentage of overdues to outstand- 





mg loans 

29 3 

34 0 

42 5 

40 6 

Loans advanced per borrowing 





member (Rs) 


227 

352 


Average per society 





Membership 

105 

131 

175 

179 

Share capital (Rs) 

1,105 

5,187 

9,719 

10,341 

Deposits (Rs) 

982 

1,338 

2,276 

2,475 

Loans advanced (Rs) 

7,359 

15,534 

24,808 

26,975 

Central Co-operative Banks 1 


(Amounts 

m lakhs of rupees) 

Number 

20 

19 

19 

19 

No of offices 

96 

133 

241 

264 

Owned funds 

137 

346 

730 

843 

Deposits 





From co-operatives 

161 

494 

1,344 

1,072 

From others 

459 

517 

840 

826 

Total 

620 

1,011 

2,184 

1,898 

Loans outstanding 

714 

1,814 

4,088 

4,603 

Percentage of overdues to outstand- 





mg loans 

10 4 

20 4 

23 8 

23 3 

State Co-operative Bank 





Owned funds 

26 

145 

370 

426 

Deposits 





From co-operatives 

46 

358 

605 

801 

From others 

16 

11 

104 

176 

Total 

62 

369 

709 

977 

Borrowings from Reserve Bank 

100 

909 

1,055 

1,186 

Loans outstanding 

159 

1,122 

2,247 

2,646 

Percentage of overdues to outstand- 





mg loans 

6 6 

0 8 

2 0 

0 2 

Central Land Development Bank 





No of branches of the central land 





development bank 



3 

9 

No of primary land development 





banks 

98 

118 

165 

167 

Debentures issued 

— 

100 

530 

775 

Loans issued 

27 

97 

488 

847 

Loans outstanding 

152 

389 

1,709 

2,569 

Percentage of overdues to demand 

6 7 

4 6 

32 6 

30 8 


1 The figures for 1956-7 in respect of central co-operative banks include operations of 4 
industrial co-operative banks 





01 m0J J uoos oq 

Avxu se 5-^961 oouis ompop b SuiAvoqs uoaq oAEq sonssi irno[ pqoj 
3ip qSnoqjjE ‘4-gg6i ur juoo jo d 1 4 03 £-0961 ui poouuvpE sueo[ jo 
juod jod 55 uiojj posuoiout qorqw ‘suoqoESUEjj qsE3 010m pirc ojoui 
o] jOAO-qojiAvs fcnpiiiS e Aq poqjcm uooq SEq sjeoA juodoj ut SEfoS 
-utejS jo Surpovv oqj, soqoioos jrpoio pumpiouSu AjEuiud ggg‘£ ur 
sjsquioui ippq 96 g jsuteSe se ‘sEjoS-urEiS oatide f46 ui sioqiaoui 
qqEi 61 £ ojoav oioip 4g6i oirnf o£ no sy pozqouoiu-uou ojovv Auiou 
- coo [Eini otp jo spud oSjej ‘Apuonbosuoo pue pA3[ oouojstsqns e je 

SEW OJnjpiOIjSE ‘OJEJS 3tp JO SE3IE JSEA UI ‘jEqj JOEJ Sip UIOJJ 3S0JE 
SUOqtqqSUT OSOqj JOJ pOOU ]Eqmi Oipg utejS SE [p\V SE qSE3 Ut J|EOp 
cioqjo opqAV suoqoESUEjj utejS Ajuo pEq osoqj jo otnog ojejs joipo 
AlTE UT UEtp ESSTJQ m J3 SlEI SEAT SEJoS-UTEjS 0AP3E JO JOquinU OI[J j 

OjqEIA A]|BqUOJod JO OjqEIA SB pojopisuoo 
oq UE3 uioip jo Aueui Avoq uavotdj jou si ji ‘uoqEpmbq puc uoueuieS 
-jeiue jo ssooojd e qSnoup soqoioos jo joquinu sip in sjeoA avoj jsej oqj 
Suimp uoqonpoj pjquujsqns e uooq sEq ojoip qSnoqqy poziunSjo 
ojovv soqoioos avou oic puE pojEurBSjBurE Sfg‘i ‘uoqEpmbq jopun 
psoEjd ojoav soqoioos 64 1 ‘£ se Aueiu se ‘gg6i ounjfjo pus 3ip qq jEip 
pojiodoj usoq SEq j j 4 -gg 6 1 jo osop sip je sgo'S jsuteSe se ‘pouod ircjp 
qjjnoq oqj jo puo oqj Aq ooo^ jnoqE oj sejoS-uiejS Surpnpm soqoioos 
jrpoio |E.rnq houSe AjEimid jo joqiunu otp oonpoi oj pssodojd si ji 
‘juouiujoaoS sjEjs oqj Aq dn TLuujp ouiuiEiSoid oqj oj Suqjjoooy 

JU33 jod f 6 jo ojnSg Eipuj-jp; oqj jsuteSe se 
ju 33 Jod f £ Apio seav aouoSb OApEJodo-oo oqj UIOJJ pouOJJOq OTJAV 
SJOjEAijjao jo uoqjodojd oqj ‘pueq joqjo oqj uq Eipuj-pE joj JU 33 
jod £ Si jsuteSe se soAquiodo-oo iuojj seat juoo jod 9 gi ‘5-1961 
Suunp essijq ut sppqosnoq JojEAqpro Aq pouojjoq sojojo £1 sp 
jo sueoj qsE 3 jejoj oqj jo ‘AoAjng juouijsoauj puE jqoQ pjrrp Eipuj 
" 1 TV 3t P °1 SutpjoooE ‘jEip juEoqruSis si jj 4 -gg 6 i m pswouoq oiEq 
oj uo3s ojoav sjoquioiu jo juoo jod b£ A]uo ‘puuq jsqjo oqj uq 4 -gg 6 1 
pun 19-0961 uooAijoq 0 SE 0 J 3 UI pjoj-OMj UEqj ojoui e possoujLM drqs 
-joqiuoui Jioqp 4 — 9961 jo puo oip je se ^sejoS-utejS Suipup\o) sotjotoos 
jipojo |ejtt)piotjSe iAiEurud Aq potoAoo ojoav soSEypA oqj jo juoo jod g 4 
jnoqy sujejs ojqETA e poqDEOJ OAEq oj prns oq ueo ojojo i s^j UEqj 
ojoui jo ssomsnq ueoj e tpiAV squsq 4 A|uq poujsrp ooiqj Suiutcuioj 
oqj Soijoaoo oje jsoj oqj pus qouo joujsTp onuovoi ouo Sulvjos oje 
01 ‘ojejs oqj ui sqircq oAijEJodo-oo pujuoo 4 i oqj jq sejoS-utejS 
f 4 i‘i pus soqoioos jtpojo pjmjpiouSE .ArEUiud ggg‘£ pus ojejs oqj jo 
sjoujsip £1 oqj Suiajos spireq oAqujodo-oo pjjuoo 4 i ‘pAOj \odE oqj je 
qiniq oAqEiodo-oo ojejs e ‘4-9961 jo puo oqj je posudiuoo essuq ui 
ojnjoiujs jqoio OAqujodo-oo lujoj-iumpoui puE uijoj-jjoqs oqj, 1 1 

vssrao 

AVHIA3H 3SIAV-3XVXS (ill) S 3 A I i VS 3 d O - O O O95 



ORISSA 


26l 


Table 10 

Loan Operations op Grain-oolas 


Rs Lakhs 


Tear 

Loans Advanced 

Loans Outstanding 

Percentage 

of 

Overdues 
to Loans 
Outstanding 

Cash 

Kind 

Total 

Cash 

Kind 

Total 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

1962-3 

138 

114 

252 

193 

195 

388 

36 8 

1963-4 

176 

98 

274 

262 

176 

438 

39 3 

1964-5 

222 

104 

326 

304 

175 

479 

41 5 

1965-6 

148 

70 

218 

217 

179 

396 

55 0 

1966-7 

104 

43 

147 

160 

132 

292 

49 3 


The change-over to cash transactions is in keeping with the findings 
of some recent studies which have revealed that on account of the 
Hirakud Canal Irrigation Scheme, hydro-electric projects and exten- 
sion programmes, the barter type of economy in the relevant areas 
is gradually yielding place to a monetized economy The objective 
of government policy is also that the grain-golas in the relatively 
prosperous coastal districts should switch over exclusively to cash 
transactions as early as possible At the same time, it cannot be demed 
that the composite grain-golas having their transactions both in 
gram and cash are meetmg a genuine need of the cultivators for cash 
loans and gram loans in some parts of the state particularly m the 
hill areas and adivasi areas where the progress of monetization is 
bound to be rather slow 

Although the crop loan system has been mtroduced m the state 
from khanf 1967 onwards, some of its essential features were not being 
implemented in actual practice in several districts For example, the 
field workers’ conferences were not being held in time Nor were the 
credit limit statements prepared well m advance of the season The 
register of lands cultivated by members was seldom up-to-date or 
complete Even though scales of finance per acre for different crops 
had been fixed by all the central banks, the quantum of loan was 
often related to the value of land owned by the members and, as a 
result, the tenant cultivators were demed access to co-operative credit 
To remedy the position, the Registrar of Co-operative Societies has 
recendy advised all the central banks that unless at least 10 per cent 
of their loans are advanced to tenants, the banks and the societies 
will not be eligible for receiving outright grants to their special bad 
debt reserves Some of the special problems which are said to stand 
in the way of successful implementation of the crop loan system in 
the state are the absence of village records showing the ownership 
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have also gone up. Thus, the proporuon of ovcrducs to demand at 
the apex bank UacI rose fiom 12 5 per cent m 1963-4 to 18 0 per 
cent in 1967-8 Tins deterioration had partly resulted from the fact 
that the apt a bank commanded no field stall' of its own to supervise 
the recovtrv efforts of the primary banks At the primary level, again, 
the overdms wire high, forming nearly 25 pei cent of the demand 
as at die end of 1967-8 

Since the introduction of the Intensive Agricultural District Pro- 
gramme in Samb llpur district in 1962, diere has been striking progress 
in die general aw an news amongst farmers of die advantages of improved 
practices, the consumption of feruhzcrs and adoption of plant protection 
measures In die result, there was a rise of about 39 per cent m the 
average production of piddv per acre during 196 4—5 over die year 
1961-2 The central bank in the district could not, however, achieve 
the targets for credit fixed for die 7 ears from 1961-2 to 1965-6 as it 
had accumulated large ovcrducs as a result of defective loan policies, 
inadequate supervision over societies and laxity in the matter of 
recoveries So fir as the High-Yielding Varieties Programme is con- 
cerned, a beginning was made in respect of paddy, maize and jowar 
in the state 111 than/ 1966 Achievements, however, fell short of targets, 
niainlv 011 account of inadequate rainfall and to some extent due to 
lack of credit support resulting fiom the fact that defaults had made 
some societies, and some members in others, ineligible for fresh finance 
A study of the programme in operauon in Cuttack district during 
than f 1966 bv the Agro-Economic Research Centre revealed that 
though die programme was getting popular with the farmers, a good 
number of them wanted to implement it only in the rabi season after 
knowing the experience in khanf of die neighbouring participants. The 
others were reported not to have participated for reasons such as 
untimely supply of fertilizers, fears of adverse effects on soil fertility, 
doubts regarding die profitability of using heavy inputs and die reluct- 
ance of some to join the co-operatives partly because of the payment 
to be made towards share capital The offtake of inputs was not ac- 
cording to expectations mainly because extension work had not been 
adequate Arrangements for die distribution of fertilizer were generally 
satisfactory but not diose for seeds The study also brought out that 
about 73 per cent of die expenses of the high-yielding varieties of paddy 
were met from co-operative credit, while in the case of ordinary paddy 
the percentage was only 20 Delay in the preparation of lists of parti- 
cipants by the extension staff, lack of co-ordination between the various 
functionaries at the field level and selection of cultivators who were 
defaulters or who were not members of co-operatives were some of 
the factors accounting for the failure of co-operatives to play any 
significant role vis-a-vis the programme in khanf 1967 
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Table 11 

Progress of Co-operative Credit in Orissa 



1956-7 

1960-61 

1966-7 ,J 967 8 ,, 

\rromsional) 

Agricultural Credit Societies 

No of societies 

7,147 

6,630 

3,888 


No of villages covered 

Percentage of dormant societies to 

23,586 

35,382 



total 


44 4 

26 4 


Membership (Thousands) 

Percentage of membership to rural 

481 

409 

896 


households (Estimated) 

Percentage of borrowing members 


12 2 

23 3 


to total membership 


40 1 

34 2 


Owned funds (Rs Lakhs) 

123 

122 

418 


Deposits (Rs Lakhs) 

Loans issued 

67 

13 

105 


Short-term (Rs Lakhs) 


146 

751 


Medium-term (Rs Lakhs) 


110 

79 


Total (Rs Lakhs) 

170 

256 

830 


Loans outstanding (Rs Lakhs) 
Percentage of overdues to outstand- 

243 

411 

1,376 


ing loans 

Loans advanced per borrowing 

28 4 

20 0 

39 8 


member (Rs) 

Average per society 


156 

271 


Membership 

67 

62 

230 


Share capital (Rs) 

787 

1,506 

7,588 


Deposits (Rs) 

936 

201 

2,700 


Loans advanced (Rs) 

2,377 

3,860 

21,356 


Central Co-operative Banks 


(Amounts in 

lakhs of rupees) 


Number 

17 

17 

17 

17 

No of offices 

26 

26 

50 

55 

Owned funds 

Deposits 

72 

123 

318 

368 

From co-operatives 

53 

127 

383 

464 

From others 

98 

157 

260 

200 

Total 

151 

284 

643 

664 

Loans outstanding 

Percentage of overdues to outstand- 

252 

507 

1,297 

1,478 

mg loans 

18 9 

12 3 

25 0 

23 3 

State Co-operative Bank 





Owned funds 

Deposits 

12 

35 

98 

123 

From co-operatives 

67 

93 

216 

217 

From others 

42 

72 

40 

55 

Total 

109 

165 

256 

272 

Borrowings from Reserve Bank 

28 

126 

438 

549 

Loans outstanding 

Percentage of overdues to outstand- 

86 

244 

715 

807 

mg loans 

0 4 

0 1 

0 2 

2 1 

Central Land Development Bank 

No of primary land development 





banks 

— 

10 

45 

53 

Debentures issued 

10 

15 

55 

147 

Loans issued 

8 

12 

106 

146 

Loans outstanding 

27 

65 

361 

487 

Percentage of overdues to demand 

27 5 

7 5 

12 8 

18 0 
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available are, however, discussed under the appropriate states In the 
first place, mention should be made of the well-developed canal system 
which the composite state of Punjab acquired with the construction 
of the Bhakra Dam m 1962, though it 13 not as significant as that which 
served the pre-Independence state of Punjab The state also enjoyed 
an abundance of underground water, lifted with persian wheels or 
pumping sets The post-Partition Indian state of Punjab was relatively 
less developed as compared to the part of the state which went to 
Pakistan and also faced problems of adjustment resulting from the 
exchange of population on a massive scale following Partition How- 
ever, the immigrants, being traditionally hardworking and diligent, 
have helped to change the whole complex of the state’s economy, once 
they were rehabilitated It is significant that, amongst the states of the 
Indian Union, the composite Punjab stood second m the production 
of wheat and maize and third in the production of cotton A large part 
of the production of these crops m the composite state was, however, 
in the area which now comprises the reorganized state of Punjab 
The farmers of the state are noted for their hard work and respon- 
siveness to modem agricultural practices Their holdings are generally 
economic The consumption of nitrogenous fertilizers per acre of agri- 
cultural land m the composite Punjab was 7 41 kgs m 1966-7 as 
against the all-India average of 4 20 kgs Tractor ploughing was quite 
popular in the state The All-India Rural Debt and Investment 
Survey (1961-2) revealed that both with regard to the proportion of 
the households reporting capital expenditure m farm business (71 per 
cent) and the amount spent per cultivator household (Rs 264), the 
figures for composite Punjab were higher than those for any other 
state The average borrowing per reporting cultivator household m 
Punjab at Rs 574 was the highest for all the states except Gujarat The 
Survey further showed that the cash receipts from the sale of crops per 
cultivator household was Rs 756 80, the highest for all the states 
except Gujarat, which indicated that the farming operations m the 
composite state left a sizeable marketable surplus 

Against this background of favourable agro-economic conditions m 
the composite state, it is easy to appreciate the leading position of the 
co-operative movement m Punjab which was reputed, even in the pre- 
Independence days, for a significant number of good primary societies 
While, according to the All-India Rural Debt and Investment Survey, 
hi per cent of the cultivator households in the state had reported 
borrowings from co-operatives and such borrowings formed 10 5 per 
cent of the total borrowings from all sources m 1961-2, further progress 
was witnessed in subsequent years both m the quantum and coverage 
of co-operative credit The composite state had 18,992 agricultural 
credit societies as on 30 June 1966 which covered 95 per cent of the 
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lor the composite state uul lor the years 1 9(06—7 and 1967-8 ior the 
riorgtnucd st ite provide a rough b ims lor assi vinuit ot co-operative 
perform nice It nu\ he noted tint the deposits uul outstanding loans 
is on a* Jmic t i|t>ti, whu h were lor thr rcorg utued (and hence smillci) 
st ite, were 1 \r ger th m tliosc as on jo June 1961, which pertained to the 
composite stale 1 he ivengc deposits per member of primary society 
is on >0 June n ( i)d u Hs 8 5 m Punj ib was the lnglu st lor anv state in 
tl.e enuntrs. the dl-Indi 1 average being arounel Rs 17 I he unlimited 
lnbihtv 'ocietie s lormcel lroumlll] per cent of the total Membership 
h ivm ; been 'low to grow peril ips for this re ison, the prim try societies 
m I’un) rb func’.on, b\ uul 1 irgc, as mu eononue units, w ith more th in 
p’. per cent of the prim irv societies lining 1 membership of less than 
i>-o ihe n cr ige 'h ire c »pit d ]>er sorietv w .15 only Rs 6,98 j. and the 
ncr gc loin bii'iness, Rs >0.071 Vs it the cnel ol the year 1967-8, as 
mm. a 0,72.’. uK-ietirs were rej ortcel to be not u iblc 1 lie programme 
of revn dir lt'on of the structure at the prim irv level is 111 progress and 
cvprctcd to be completed In pi June 1972 I Ins is, however, doubtful 
at the present p ice of implement tUon I he other weaknesses generally 
oh erved eke. .here m the countrv, such ,ls doinin ition bv powerful 
groups in the committees of man up mint and absence ol proper 
pcr onncl to m in 1 ;c the oeictics, ire llso true ol the prmiarv credit 
structure in Ptmj tb 

Lntil rccenll., the credit limit ol m indivuliid member in Punjab 
v. w fixed it 1 ajiccilicd multiples of 1 uul revenue p iv able bv lum The 
pricticc of disbursing 1 p irt of the lo m m kind was not prevalent. 
I-o uvs were being uiv meed all round llie year and generally allowed 
to run for twelve months Reccntlv, however, the st ite government 
lues taken steps lo introduce the crop loan system I hough it is yet 
loo c irk to .lsscss the results, it is said that although the field workers’ 
conferences li id fixed the scales of fin mee in ill the districts m time, 
there were coiuulcr iblc dclaxs m the prepar ition of the normal cicdit 
statements md the 5 uicium of lo ms ihe societies have not so fai 
introduced the registers of laud holdings based on revenue records In 
the licence of mcli registers, 111st mecs have come to light ol members 
inflating the p irticulars of their laud holdings with a view to inci easing 
their credit entitlement Ihe maximum credit limit of an individual 
b is been progressively increased and is now Rs 9,000 in the Intensive 
Agricultural District Programme district and Rs 2,500 elsewhere As 
for the financing of defaulter societies, departmental instructions arc 
to provide fresh finance to a society it the dclault does not exceed onc- 
ilurd of die demand and the number of defaulters m the societies is 
less than 50 per cent of its indebted members home banks howcvci 
continue to insist on the repayment of tile previous dues in entnety 
before granting fresh loans to societies 
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to discontinue such taccavi throughout the state, the demand for 
co-operative credit is likely to increase appreciably As regards the 
High-yielding Varieties Programme, though there were shortfalls in 
coverage under certain crops in the past mainly for want of co- 
ordination among the participating agencies and for reasons such as 
inadequate supply of seeds, the programme under wheat has achieved 
a remarkable degree of success in terms of increased production, 
thpnks to the responsiveness of the cultivators of the state to new ideas 
and techniques Though figures are not available, this has also meant a 
substantial expansion in the quantum of co-operative credit parti- 
cularly in 1967-8 and 1968-9, as is reflected m the appreciable increase 
in the extent of financial accommodation drawn from the Reserve 
Bank. The credit limits sanctioned by the Reserve Bank rose from 
Rs 9 40 crores in 1966-7 to Rs 25 49 crores in 1967-8 and Rs 34 44 
crores in 1968—9 

The long-term credit structure in the state, which is federal m 
character, consists of the Punjab State Go-operative Land Mortgage 
Bank and 28 primary land mortgage banks While the State Co- 
operative Land Mortgage Bank has been m existence for a decade the 
primaries are comparatively new as the former operated through 
branches of central co-operative banks till 1962 There has been an 
impressive increase m the volume of long-term credit advanced m the 
state m the last few years and the recoveries so far have been satis- 
factory 

A pioneer in the field of co-operation, Punjab today stands ahead of 
most other states in regard to co-operative agricultural credit It is 
well known that this state is better placed than several others in more 
than one aspect of progressive agriculture The soil is for the most part 
fertile and a large part of the sown area is adequately irrigated The 
farmers are progressive and hardworking Nowhere is there greater 
evidence of the revolution m agricultural technology now in progress 
in the country, on any reckoning — whether it be with reference to 
adoption of high-yielding varieties, application of fertilizer, adoption 
of improved practices of crop rotation, the use of modem agricultural 
implements or farm mechanization, supported by the ability of the 
small industries of the state to fabricate and service such implements 
and machinery Thus, farming in the state is practised as an economic 
and efficient business on holdings which are not relatively small 

Successful and promising though the record of co-operative credit 
has been in the state, it has not developed to such an extent or as 
rapidly as all these favourable factors would suggest Although the 
co-operatives cover most of the villages and their membership covers 
about one half of the rural households in the state, effective coverage 
is still limited The scale of financing has also been relatively loir. 
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a new institution formed in 1966-7 consequent on the reorganization 
of Punjab, it will be some time before the bank gathers sufficient 
strength and experience to be able to function effectively as the apex 
of the co-opeiative credit structure in the state The 9 central co- 
operative banks serve the 7 districts of the state, 6 of the districts having 
one bank eacli and the remaining district, viz , Gurgaon having 
3 banks Only 6 of the central banks are viable according to accepted 
standards The primary credit societies are also weak operationally 
and financially, their average levels of deposits, loan business, etc , 
being lower than the corresponding all-India figures The preponder- 
ence of unlimited liability societies is considered to be one of the 
factors which accounts for the lack of growth Their day-to-day work 
is attended to by poorly paid secretaries who are m charge of groups 
of societies Even on the relatively modest criterion of loan business of 
Rs 50,000, proposed by the state government for a viable society, 
about 15 per cent of the societies could be considered viable as at the 
end of 1967-8 Although the policy of creating viable societies by 
process of amalgamation or otherwise has been accepted by the state 
government, practically no progress has been made during the past 
two years in weeding out uneconomic units The mam difficulties 
experienced m reorganizing the structure at this level are stated to be 
the non-availability of personnel to work as secretaries and the dis- 
inclination of members of a limited liability society to merge with one 
based on unlimited liability 

The crop loan system is still m an early stage of implementation in 
Haryana as m the case of the reorganized state of Punjab and it may 
be said that the lending policies followed by the banks in Haryana are 
identical to those which are followed in the latter and which we have 
already referred to m the preceding section Overdues which are higher 
at all levels in Haryana than m the reorganized state of Punjab, can 
be attributed m part to the relatively poor irrigation facilities in 
Haryana as compared to the other state apart from the poor quality of 
supervision Although the state government has decided to transfer 
the responsibility for supervision over the primary societies from the 
Co-operation Department to the central banks, the progress in effecting 
such transfer has been slow and only one central bank has so far 
assumed this responsibility The apex and central co-operative banks 
have constituted agricultural credit stabilization funds but the 
contributions so far made to them are meagre It was only very 
recently that the state government decided to contribute to these funds 
dividends in excess of 3 per cent payable on shares held by it in the 
banks 

The deposits of the Haryana State Co-operative Bank are lower than 
those of every other apex bank except that of Jammu and Kas 
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PUNJ \U AND HARYANA 
Iadix 12 


l’Hor.ni-u or Co-ori.nvmr Caccir pr Pusjau 
(figures !or 19jO-7 and 1900-01 arc for the composite Hate) 



1956-7 

1960-61 

1966-7 

1967-0 

(Provisional) 


No of -oi. Ct rs 

i3,m 

10,110 

10,001 

10,951 

No cf villages covcicd 

19,090 

11,079 


Pc icn-agc «,f dormant soc,cUes to 

total 

Met iLcrshtp fn-ouiandi) 

Oils 

0 1 
1,290 

1 9 
1,261 

1,3-19 

I’cTic-.t-^c i f n c -ibership to rural 

hoawl o\ % (Hunvale*!) 


17 0 

37 1 


Pcnenta-c if Unawi ^ members 

to total r-crtbciship 

Ow-ed fu dr (Rs lall.i) 


13 1 

63 0 

G2 9 

391 

500 

001 

1,231 

Dcrxuia (Rs Lakhs) 

201 

132 

903 

1,11-1 

Leans -aued 

S' ort .erm (Ri Ijhlis) 


990 

2,151 

3,005 

Medium ter — i (Rs Lakhs) 


lUts 

336 

209 

lotal (Rs I-aklis) 

5GG 

1,170 

1,010 

2, 107 

3,291 

3,395 

Loans cuutardmg (Rs Lakl s) 

773 

2,990 

Percents., c cf overducs to outs land- 

ir., loans 

2J 1 

25 0 

17 2 

19 0 

Loans advanced per borrowing 

member (Rs) 


209 

300 


Average per socictv 

Mcntl/ership 

51 

70 

119 

123 

Share capita] (Rs) 

1,719 

2,30b 

6,205 

6,90 1 

Dcpoins (Rs) 

1.519 

2,313 

0,517 

10,170 

Loons advanced (Rs) 

1,301 

G.375 

23,150 

30,071 

Ce-tr-I Ca- /er- ue 11-rXl 


(Amounts in laldts of rupees) 

Number 

G7 

31 

19 

17 

No of offices 

107 

122 

102 

116 

Owned funds 

190 

307 

1-19 

006 

Deposits 

l-rom co-operativ cs 

157 

180 

3G2 

•157 

From others 

505 

7G0 

993 

1,202 

Total 

712 

910 

1,355 

1,739 

Loans outstanding 

641 

1,115 

2,315 

2,032 

Percentage of overducs to oulstand- 

mg loans 

15 G 

10 8 

11 1 

12 3 

State Co-operatne Dank 

Owned funds 

12 

96 

195 

369 

Deposits 

Prom co-operativ cs 

91 

220 

333 

752 

From others 

28 

29 

170 

106 

Total 

119 

219 

503 

938 

Borrowings from Reserve Bank 

202 

GOO 

1,057 

1,450 

Loans outstanding 

209 

C98 

1,317 

2,118 

Percentage of overducs to outstand- 

ing loans 

0 9 

0 0 

0 2 

U 02 


Central Land Development Dank 
No of primary land development 


banks 

— 

25 

Debentures issued 

30 

167 

Loans nsued 

31 

150 

Loans outstanding 

65 

•137 

Percentage of overducs to demand 

— 






6 oi paonpaj ODUig t 





pinnuap oj onpj3\o jo oStrjuaojaj 

S9£ 

991 

Suipumrjno ruccrj 

6H 

55 

ponra surcrj 

zoz 

09 

panro oaniuaqjQ 

tl 

II 

r^urq urauidopvpp pirc[ Ortuudjo o\t 



yvvg pmujcjnjQ pjvj jpjjujq 

L f 

L 1 

nrcoj Suipinnnno oj »npja\o jo oSciaaojoj 

8 ZL 

Lfi 

Suipmnnno rutrcrj 

155 

It9 

3\J3S3>J UIOJJ tSuiAIOXSOQ 

IL\ 

911 

I^OJ. 

W 

82 

rjoqio uiqjj 

06 

88 

taAnrjsdo-oo uiojq 



tlisodoQ 

911 

61 

rpimj poauQ 



•-fVVff IVIBwfo-CQ >1VI$ 

9 £2 

1 £1 

yuroj Suipucinno oj »npio\o jo aScauooioj 

Z9\'\ 

90l‘l 

fiuiputnrjno ruroq 

819 

I6t 

I«°L 

825 

98£ 

SJQipO UlOJJ 

06 

SOI 

OAlJCJ^do-OO UIOJJ 



sitsodsQ 

262 

LZZ 

spimj p ous\q 

It 

Ot 

ODtJJOjO om 

>01 

01 

joquin^sl 

syuog 32ilvixfo-<>2 ] VJ l u O 

(wdru jo sipfcj ui Jiunomy) 

ESS'll 

8t2‘l 

998‘f 

ou‘ 2 i 

90l‘l 

t25'S 

(ra) pa>uc\pc stream 
(ry) nisodaa 

(rjj) |cndco ajcqg 

£8 

£8 

diqti3qui3j\; 


A131DOT jnd 3SCJ3AV 


082 

(ra) Jaquraui SaTASOJJoq jjcI paaarApn surer} 

0 62 

SIl'l 

L 02 

nrco[ Smpurinno oj onpjaAojo aScjusDjaj 

itO‘l 

(stppr-j ra) Suipinnnno rtrccrj 

m 

008 

(nppn ra) pnox 

601 

t9 

(rqqr-} ra) uuai-ranipjjsj 

659 

9E2 

(nppri ra) uuoj-jjoqg 



parish suuoq 

£8 

69 

(rqqcq ra) msodaQ 

2i£ 

6E2 

(«m *h) *p“»y p° u "o 


Z 55 

dtqtrequrani prjen oi usqnram SuiAvojjoq jo oSciusruoj 

9 2£ 

Z S£ 

(pairomsa) 


rp[oipsnoq jcjtu oi drquaqmsm jo aStniraD-rej 

£55 

815 

(rpurmoqx) diqsjaquujv 


Z 5 

29t‘9 

89o‘9 

pnoj o; on 31305 iirciuiop jo oSmuaoiaj 

8t9'9 

pauoAOO »3 cj|ia jo o a \j 

oqpioosjo o^j 



tnjnx>$ pjnjpuuSy 

(jmmnacuj) 

8-1961 

Z-9961 
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(spixjsrp jndtEpjj pm: qjsSiopiqQ ‘jndjExcqg ‘ 3 a) seoie 3inos m 
sirco[jo ;namXEdai joj sa;Ep anp aqj sjaqmam Xq pa;jq XjpirpaE siazq 
-qjaj atp o; nopnpj ou pcq ;nanodmoa pmq aip ‘oieSe ‘qiESioqiqu ptrc 
jauify ui 3P K q§rq 3t P no sjaqmam o; ttboj uopanpoid 
aqj jo ;nauodmoa qsE3 aq; ‘jndiEpfj pirc iqojig ‘jndJESnoo(j ‘qraS 
-joqrqQ ‘jnd;Excqj ‘ciEAssircq; ‘larnfy ‘ zia ‘spreq auios uj Suiass pry m 
XpEajp seas nosEas _/L/»yy aip naqAs Xpif o; Xejsj jo sipnora atp m Xpio 
tnaip Xq paAiaaaj XjpuanaS aiaAS Xjrnjqa j Xq syiniq pj;naa aq; qanai o; 
papadxa s;nama;E;s ;imq ;ipa;o c s;oij;sTp atp jpn m Xjeopoej j saiaqod 
pa;daoaE qjiAS aatreuEA ;b si aapaEJd pipaE aq; ‘pnurnj\T ueoj dojg 
aq; nr mssop pnq ajnpaaojd aq; asojoj o; apEra uaaq aAEq sjdmaqE 
pm: gg6i fump { m paanpoxjm seas. ma;sXs ueoj doja aq; qSnotppy 

srpniq aAt;Ejado-oa aqj qjiAS sprnij jiaip daay o; paAsojp: ;ou 
aSiEj pirc Xq aiE suopippsm ;nauuuaAo§-isEnb pun saipoq jeooj ;Etp 
si jo;3ej ;nEA3[ai jatpony jje m saqatrsjq Xg Xpio 3A Eq sqnnq zz Sm 
-niEUiaj aq; ‘qE ;e saqatrsaq on aAEq sqnEq aaiqj apq/j apeas aAisua;xa 
he no notsnEdxa qounjq jon saatAjas StnqiiEq jo Xpuea ;naiaqjns e jo 
notsiAOjd aq; jaqqan dn naqs; aAEq ‘aanEism joj ‘sqtrEq pxpuaa aq; 
jo ;soj.\j nosEa; ;nE;iodmi he osje si saApsmatp sjunq aApnjado-oa 
aq; jo ;jred aq; no pojp pire aAtip paniE;sns e jo qaEj aq; ‘nsipsEfE'j 
m ajippiauSE jo a;n;s aq; ‘jBpiapjnd m ‘pnE suopipnoa atuionoaa 
puauaS aq; Xq XpjEd joj pa;unoaaE si siq; apqM. Z^L‘z sy[ jo oSbjsae 
E ipnj-qE aqj ;smE2E se g-Xg6i jo pna aq; ;e 66 s rj Xpio Smaq asoi 
osp: seas pA3[ XJEtrrud aq; ;e Xiataos jad sjisodap jo 3 §ej3ae aqj, ipna 
sipjEi Sc sg mnp ssajjo spsodap pnq rnatp jo 61 se Xueui se pun sqpq 
obS sg jo amp aq; o; s;isodap pnq a;n;s aq; m syreq pj;naa Sc aqj, 
;aadsaj sup m ja;;aq paJEj syrsq aAt;Ejado-oa pu;naa aq; aAEq jojj 
p;o; aq; jo ;naa jad gi ;noqs jo sqqEj 6c sg Xjno ojoas saAPEjado 
-oa uEip jaipo saajnos mop asoqj qaiqAS jo ‘sqqEj SXi sj Xpio ;e poop 
g-Xg6i jo pna atp ;e s;isodap s;i ‘sjEaX gi joj aana;srxa m naaq pEq 
qireq xadn atp q§noipiy nopEzqiqom ;isodap jo ;na;xa atp si ;sjg aqj 
•jeoas XqBjanaS si UEtpsEfe-q m axipanjjs ;ipajo OApEjado-oa aq; ;Eip 
pres aq ueo ;i 'aanEiuJOjiad jo sjo;E3ipm aisnq mE;jaa Xq paSpnf 

;naa 

jad S9 Xpio seas sapaioos aApan Xq soSejia jo aSEJOAoa aApaajja aqj 
buEiniop ajaAS sapaioos aq; jo ;naa jad z£ se ‘jaAOAsopj a;n;s 
atp m sppqasnoq jo;EAppia je;o; aqj jo pjnp e ;noqn pajaAoa diqs 
-jaqmam Jiaq; apqAS soSejia aq; jo ;naa jad £g ;noqn pajaAoa sapanos 
;rpajo XjEraud aq; c X-gg6i jo pna aq; ;e sy jirsq xadn aq; jo qomuq 
e Xq paAias Smaq seas qaiqAS ;au;sip jauqEsrsf pa;Epidod XpsjEds aqj 
joj ;daaxa ;atpstp qaEa joj qoEq ano jo o;ej aqj ;e rprcq aAPEjado 
-oa jEpnaa Sc pirs sapaioos jipaja og^'n se XnEm se C g-Xg6i jo asop 
aq; ;e ‘ojoas ajatp c g-SS6i jo pna aq; ;e (qnEq xadn aq; mop ;jEdn) 
suonm Sncpreq c pnE spreq fEJjnaa 01 ‘sapaioos ;ipaja jEjrppiauSE 
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paqddns uaaq pnq paas njfnq puq.\q 
aAijoapp stojc auios ut pun asjaApn pjpai suoijipuoa pruosnas gg6i 
fuvtpj ut pun pjqnpuAu jou seat spaas puq{q jo Ajnunnb pajinbaj aip 
lg6i pun 9961 fumpj ui asnnaaq Apnuiu a\oj ApujauaS sn\\. aSnja\oa 
otp ‘9961 ui aims aqj jo sjaujsrp aqj {jn jsouqn ut paanpojjui sn\\ qaiqw 
auiumjSojj sarjaunA 2 uTppiA-q 2 rfj aqj oj pjnSaj ut uavj jjnqaq siqj 
ur spaau jiaip jaaui jou pproa jipaja aAijnjado-oa asnnaaq Apjnd pun 
sarpuuA jcao| iuojj joao qajiAvs 01 2 uqpA\un djdav siojuAtqna aqi asnnaaq 
Apjnd pnajdsapnu jou seai spaas paAOjdun jo asn aip ‘mnSy Jood 
uaaq pnq uorjnjjsuouiap pun 2 ututujj joj sjnauip 2 unjjn asnnaaq Apunui 
‘Apnjs aqj joj pajaaps saSnpiA aqj ur juasqn Aqnaijanjd aaaAv sjuauiaiduii 
paAOjdun ipiAi suopnjado jnjnjpra-jajui pun Surpaas aqq saaqanjd 
paAOjdun ‘jung aAjasa-g aqj jo juauijJudag; anuouoag aip Aq aainqsui 
jno jn jaujsip ipq[ aqj ui pajanpuoa Apnjs ppg n oj 2 uquoaay jipaja 
aAqmado-oa jo jo suoqrpuoa jnjnjpraugE aqj jo AvaiA jo jtnod aqj utojj 
jaipaqAv ‘Ajojanjsijns ajoui Ajpjnq aq oj pajnaddn ‘jaA3A\oq ‘naan jajjnj 
aip ut uoqrsod aqj^ iqojig jo jaujsip 2uunoqq2iau aqj jo sqaojq jnoj 
oj pajjnjs pun qng jo sqaojq pajaajgn jq2nojp pun pquajod avoj aqj 
iuojj S-fg6i Suunp uAvnjpqjiAV seai aunuuj 2 ojd aqj ‘jq 2 noxp juanbaaj 
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agriculture and economic development in arid areas yet await a techno- 
logical breahtlirough and systematic treatment at die policy level, but 
diesc arc receiving increasing attention To some extent, the viability 
of the rural economy of the state may also be expected to be 
strengdiened by any special programmes which may be designed 
and implemented for promoting subsidiary sources of income such as 
sheep-breeding for which there is immense scope in the state In the 
circumstances, such progress as co-operative credit may achieve in 
the state o\cr the years is likely to be restricted to areas where crop 
prospects arc not too uncertain and will very much depend on improv- 
ing die operational efficiency of the credit institutions It is a measure 
of die apprehended inadequacy of the co-operatives in the near future 
diat the proposal for cstablislung an agricultural credit corporation in 
die state is receiving actnc consideration 

TAMIL NADU 

14 The co-operative credit structure in Tamil Nadu comprises the 
Madras State Co-operative Bank, 16 central co-operative banks and 
8,875 agricultural credit societies, a majority of which are based on 
unlimited liability The 16 central banks serve the 14 districts of the 
state, the two districts of Thanjavur and Tiruchirapalh being served 
by two banks each All die central banks excepting that of Puduk- 
kottai arc viable institutions according to the accepted norm of loan 
business of Rs 1 crorc, though, operationally, the working of some of 
them has deteriorated in recent years In part, this set-back resulted 
from die fact that the managerial personnel of some of the central 
banks were not persons with the requisite expertise At the primary 
level, the position in 1961-2 according to the All-India Rural Debt 
and Investment Survey was diat 122 per cent of the cultivator house- 
holds had borrowed from die co-operatives and that such borrowings 
formed 165 per cent of the borrowings of all the cultivator households 
The subsequent years saw an increase in the advances of agricultural 
credit societies till they reached Rs 41 22 crorcs in 1963-4 It was a 
reversal of this trend which brought this figure down to Rs 31 40 
crores in 1966-7 The loans issued m 1967-8 are, however, estimated 
to be higher and of the order of Rs 37 crores though firm data are not 
available Membership too had increased to 41 lakhs by 1964-5 pardy 
as a result of the enrolment of more persons than one from the same 
family but subsequendy declined to 32 lakhs m 1966-7 The number of 
those who borrowed from co-operatives went down between 1960-61 
and 1966-7 as also the proportion of borrowing members to the total 
membership which declined during this penod from 48 per cent to 23 
per cent It is because of the large earlier increase in membership that 
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Rs 1,500 — Rs 2,000 Further, there is disparity in the scales of finance 
for o\\ ncr-cultivators and tenant-cultivators and the ceding in respect 
of tenants is often low, generally ranging from Rs 500 to Rs 1,000 
Besides, some of the banks, \iz , Kanyakumari, Vellore and Coimba- 
tore insist that sureties foi loans to tenants should be landowners In 
the matter of financing defaulter societies, till recently, a society could 
be financed afresh irrespective of die level of the recovenes from its 
members and of its own repayment performance, but the need to have 
a qualifying minimum percentage ofrcco\eries is now bung recognized 
Chcrdues ha\e been steeply increasing since 1 96 p— 5 and, as on 30 
June 1968 accounted for 11 per cent of the outstanding loans at the 
central bank level and o\er 28 per cent at the primary level Some of 
the central banks with heavy ov indues have, in the result, defaulted 
in the repa\ ment of their dues to the apex bank and, failing to maintain 
non-o\erduc cover, have been unable to operate satisfactorily on the 
credit limits sanctioned to them by the Reserve Bank *-\s repayment 
performance among agricultural credit societies in Tamil Nadu used 
to be generally satisfactory in earlier years, the recent deterioration 
perhaps implies that the operational efficiency of the co-operatives 
has not kept pace until the expansion of co-operative credit which 
occurred in late fifties and early sixties On the other hand, this trend 
could be more an indication of deeper weaknesses of the movement 
which have now come to die surface rather than the result of any new 
factors Till recently, for example, a jewel loan could be raised in 
some areas to repay the short-term production loan and the former 
in turn could be repaid subsequently from the production loan for 
the following season Similar adjustments could also be effected widi 
the help of produce loans or medium-term loans for agricultural 
purposes The position appears to have been further complicated by 
the prevalence of benami loans in some areas These presumptions 
have been corroborated to some extent by field studies conducted by 
officers of the Reserve Bank in certam districts of die state in 1964 
Insistence on the discipline of seasonality and disbursement m kind, 
restrictions placed on produce loans and jewel loans foi agricultural 
purposes, etc , could have had the effect of reducing the area of such 
possible adjustments and, in that measure, made it difficult to keep 
up the earher facade of satisfactory recovenes Superimposed on these 
in certain areas are the consequences of bad seasons and widespread 
crop failure and the inability of the co-operative organization to 
increase the strength and quality of its machinery in the field As in 
other states, the overdues have had a cumulative effect on the flow of 
credit Though, in certam areas, the restriction on the financing of 
defaulting societies was totally given up in the last 5 or 6 years, the 
ability of central banks to finance them was, in practice, limited by the 
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sent to the central banks m time and partly because the high scales of 
the cash component fixed for normal financing enabled the members 
of societies to do w ithout any special borrowing under tins programme 
Tamil Nadu is one of the states in which long-term credit has made 
appreciable progress The structure is federal, with the Madras Co- 
operate e Central Land Mortgage Bank at die apex level and 105 
primary banks at die base, practically serving each taluka in the state 
There has been a steady decline 111 die loans for discharge of prior debts 
since 1963-4, while diosc for die purpose of improvement of land 
ha\c increased It is noteworthy that die bank has launched a special 
dc\clopmcnt scheme with the assistance of the Agricultural Refinance 
Corporation in Coimbatore district for financing cultivators for the 
reclamation of large areas coming under the Parambikulam-Aliyar 
Project The record of co-operative long-term credit in the state in 
respect of reco\encs has been consistendy satisfactory but one of its 
weaknesses, as rc\ealcd from a field study undertaken for the 
Committee in Coimbatore district, relates to the considerable delay 
which occurs in the sanction of loans 

Agriculture in Tamil Nadu is, by and large, favourably conditioned 
and progressive in development The soil is mostly fertile, rainfall 
generally assured and die cultivated area, in good part, irrigated The 
farmers in the state are known to be mosdy hterate, hard-working 
and progressive The agricultural economy is substantially commer- 
cialized, as seen from the fact that, according to the All-India Rural 
Debt and Investment Survey, the proportion of cash receipts from die 
sale of crops to the total value of gross produce for all cultivator house- 
holds was as high as 43 per cent, a proportion next only to those for 
Gujarat and Kerala In 1966-7 the use of fertilizer per acre in the state 
was higher than m any other state except Kerala Further, there has 
been much progress in the extension of rural electrification and hence 
in the use of electric power for irrigation All these factors should help 
to stimulate the growth of modernized and remunerative agriculture 
and hence to throw up an mcreasing demand for production credit 
The recent record of co-operative agricultural credit in Tamil Nadu, 
however, hardly conforms to the expectations that might be enter- 
tained on account of this background The major element in tins situa- 
tion — with reference to which much else can be explained — is the 
alarming increase in overdues It is the impact of this trend which is 
seen in the small proportion of cultivators and societies financed, the 
dechne in the volume of co-operative credit and the general set-back 
to the entire structure Though crop failure might have accounted for 
some part of the overdues, they mainly reflect a general deterioration 
m the operational efficiency of the banks and societies which seems to 
have resulted, as we have indicated earlier, from several factors The 
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Although the pnniai) agricultural credit societies in the state have 
been making steady pi ogress, most of them continue to operate at 
uneconomic lc\cls of business As at the end of June 1968, the aveiage 
membciship per society was only 190 and aveiage loans advanced 
stood at onlv Rs 1 5, ^85 The loans advanced pci member came 
down from Rs 105 to Rs 82 dining the period 1963-4 to 1967-8 
'1 he proportion ot bon owing members to total membciship also de- 
clined from j.7 pei cent 111 1963-4 to 31 pei cent dining 1 966—7 The 
Rural Credit Follow-up Surveys conducted in some of the districts 
ic\ealcd diat the man igcment of several societies was weak, ineffective 
and dominated bv tradeis, moncylendcis and other vested mtei ests 
Other defects m the ir \\ 01 king 1 elated to die existence of party factions, 
default of the managing committee members, mdiffeient attitude of 
die group sccretancs which often lcsultcd in unreasonable delays m 
disbursement of loans and benami loans raised in some cases by people 
melding influence in the societies The programme of 1 cvitahzation 
of the structure at the primary level drawn up by the state government 
envisaged die reduction m the number of primary societies from over 
1-6,000 as at the beginning of 1 96 4—5 to 20,000 by the end of 1970-71 
As on 30 June 1968, the number of societies had been 1 educed to 28,434 
of which 15,21 1 were considered viable or potentially viable Cane 
unions function .es a parallel credit agency at the pumarv level along- 
side agricultuial cudit societies in the cane pioducing aicas of the 
state Apart from marketing of sugarcane which is their mam function, 
they also provide production credit to the cane gioweis in the shape 
of seeds, fertilizers and pesticides as well as teim loans for rninoi 
irrigation purposes The fact that a large number of cane glowers 
are members of primary agricultural credit societies as well as cane 
unions has not only lcsultcd in the duplication of membership and 
ovcrlappmg of finance, but has also affected the progicss of the agri- 
cultural credit societies towards viability 

According to the practice prevailing in the state till recently, members 
of primary agricultural credit societies wcic financed on the basis 
of their liaisiyat, except for members of large-sized and service societies 
whose credit lcquircmcnts used to be determined on the basis of pro- 
duction plans with reference to certain stipulated scales of finance 
The crop loan system on the accepted lines was taken up for imple- 
mentation in the state in 1966-7, but some of its essential features 
are still not being implemented in practice in several districts The 
cash component of the scale is generally being fixed on the high side 
The offtake of the kind component is found to be pool despite the fact 
that it is often fixed at very low levels Seasonality in the issue and 
recovery of loans is not being observed A tendency is also noticed 
on the part of the members to declare most of their cultivable land 
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rectification of audit notes, winch is an important item of work of a 
supervisor As for audit of societies, a special featme of this state is 
that tlus responsibility is vested m the Finance Department There 
is reported to be considerable delay in the completion of audit and 
submission of audit notes because the staff is inadequate and there 
is neither a system of concurrent audit nor arrangement for mternal 
audit of central financmg agencies. 

Neidier the apex bank nor the ccntial banks in the state have 
aclue\ cd any significant success in mobihzmg deposits Only 6 central 
banks out of 53 had deposits exceeding Rs 1 crore and m as many as 
24 central banks, deposits had not even reached the level of their 
share capital and reserves Inadequacy of the banking sei vices offered 
to depositors, lack of effort and initiative on the pai t of the management 
and location of offices in unsuitable and unimpressive buddings, are 
among the factors accountmg for tins situation The banks have 
also not shown much interest m branch expansion, there being, on 
an average, only 4 branches per central bank There is thus ample 
scope for further branch extension, apart from greater efforts to tap 
deposits at the existing branches Educational institutions, gram 
panchajals and cane unions are permitted to deposit their surplus 
funds with the apex bank and the central co-operative banks, the 
funds of local bodies can be held only with the former but not the 
latter 

The Uttai Piadcsh Co-operative Land Development Bank is a 
unitary t\ pe of institution, operating through a network of 155 branches 
There has been a considerable expansion m the operations of the 
bank during recent years, the loans advanced by it having shown 
phenomenal expansion from Rs 72 lakhs m 1963-4 to Rs 1,007 lakhs 
in 1967-8, the bulk of this credit being for developmental puiposes 
This expansion is mainly attributable to the fact that work relating 
to the disbursement of long-teim taccavi loans for minor lnigation 
was transferred to it in selected districts As a result, its operations are 
heavdy concentrated in such districts which numbered 35 as on 1 
October 1968 Further, with the rise in the volume of loans, the ovei- 
dues also went up from 8 per cent of the demand in 1963-4 to 20 
per cent m 1966-7 but in the following year this proportion came down 
to 12 per cent 

The Intensive Agricultural District Programme was introduced in 
Aligarh district m khanf 1961-2 Although the loan outstandings 
of the central co-operative bank in the district recorded a satisfactory 
mcreasc, the loan policies of the bank remained unconnected, except 
for a brief period at the beginning of the programme, with the credit 
requirements of individual cultivator members of societies determined 
as per farm plans The operations of the central bank and primary 
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Tab la 16 


Phouki-v, 01 C o-opkkativu Crkdit in UrrAR Pradesh 



1956-7 

1960-61 

1966-7 

1967-8 
( Provisional ) 

l£n raltaral Credit isoaettes 

No of societies 

12,0-40 

55,130 

30,627 

28,134 

No of villages covered 


1,04,390 

1,12,024 

Percentage of dormant societies to 

total 

Membership ( Thousands) 


16 1 

3,310 

7 2 
5,199 

5,401 

Percentage of membership to luni 

households (Estimated) 


27 b 

37 3 

37 6 

Percentage of borrowing members 

(0 total membership 

Owned funds (Rs LaUis) 

101 

59 0 

1,097 

31 I 
2,0b0 


Deposits (Rs Lakhs) 

44 

121 

332 

3G0 

Loans issued 

Short term (R_> I-aklis 


3,091 

3,755 

4,017 

Medium-term (lbs Lakhs) 


7 

520 

386 

Toul (Rs Laklis) 

65b 

3,098 

1,203 

4,403 

Loaias outstanding (Rs Laklis) 

700 

2,574 

5,721 

5,295 

Percentage of ov crducs to oulatand- 

ing loans 

lb 7 

9 2 

31 1 

22 7 

Loans advanced per humming 

member (Rs) 


157 

2G5 


\vcragc per socicl) 

Membership 

45 

61 

170 

190 

Share capital (Rs) 

755 

1,612 

5,27 1 

6,021 

Deposits (Rs) 

Loans advanced ' Rs 1 

103 

219 

1,001 

1,266 

1,530 

5,619 

13,901 

15,485 



(Amounts in 

lakhs of rupees) 

Central Ca-opcrati t Banks 

Number 

62 

5-1 

51 

53 

No of offices 

96* 

9b 

195 

199 

Owned funds 

200* 

703 

1,582 

1,675 

Deposits 

From co-operatives 

161* 

326 

663 

828 

From others 

305* 

550 

1,270 

1,541 

Total 

466* 

876 

1,933 

2,369 

Loans outstanding 

192* 

2,136 

1,972 

5,414 

Percentage of overducs to outsland- 

ing loam 

16 0* 

7 2 

27 4 

20 5 

State Co-operative Bank 

Owned funds 

105 

335 

GOO 

774 

Deposits 

From co-operatives 

143 

622 

1,192 

1,422 

From others 

256 

411 

553 

641 

Total 

399 

1,033 

1,745 

2,063 

Borrowings from Reserve Bank 

197 

1,197 

2,106 

2,657 

Loans outstanding 

295 

1,992 

4,243 

4,904 

Percentage of overducs to outstand- 

ing loans 

9 4 

2 9 

5 0 

2 1 

Central Land Development Bank 

Branches of central land develop- 

ment bank 

— 

— 

121 

155 

No of primary land development 

banka 

6 

G 

4 

— 

Debentures issued 

— 



665 

1,075 

Loans issued 

— 

3 

698 

1,007 

Loam outstanding 

— 

3 

1,482 

2,464 

Percentage of overducs to demand 

— 

— 

20 3 

11 7 


1 Including operations of 1 industrial bank for which separate data are not avadable 
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oSnojon-uino-dojo uo sunoj oqj Stnsnq ui poonj mojqoid joqjouy 
juouoduioo jozqqjoj oqj jjq oj snojn utbjjoo ui sjojuaujuo jo ssou 
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10 tlu norm oi jo somtu-s pi r supers isot and ihur lcports on societies 
wore guru ills in am irs or otlu raise unsuiisfactor) 'I ho ability ol 
the co-opt rum. Imonung agamies to maintain an uninterrupted 
ilos\ of iredit ls liemg threatened hv the poor lepayment perloim- 
ance wills h is noticid isen at tlu mitral hank and ape\ bank 
les els 

I lie record ol eo-oper itise credit m Wist Bengal m the matter ol 
mobilizing rcvniius is not linprcssise on ail) reckoning The deposits 
of the ipc\ cooper ms e bulk, though si/eable uid mcrcosmg, are 
not, still, 1 irge enough for an apc\ institution bmular ss.is the position 
at the cinir.il bmk lesil, the aserage of deposits pel central bank 
ssorkmg out to ouls Rs }t 1 ikies at the end of 1966-7 1 he zilla parishads 
ire not ricpnrcd to keep tin ir surplus funds with central co-operative 
banks Nor do du iinti d b.uiks for their p irt seem to have inadi 
iggressise efforts to attract more deposits by opening a sufficient 
number ol bruichu lhc 21 b.uiks had onl> j.«j branches and iven 
dicse in m ins c esi-s represented held olfiees ol the units ssluch liad 
been c lrlier imalgamatid Scsunl ol tile bulks are >ct to emeigc as 
impressise banking msiiiuitons 111 terms ol ippear nice ol building, 
mamtenanee ol accounts, services ollered, « te 1 he deposits at the 
primarv les el an more or less negligible Deposits and other own 
resources being rilatisely modest, as in many other states, the ex- 
panding les els of eo-operatise cri dit Ui the slate have been made 
possible, m large part, bs the mere.ismg recourse lo the credit facilities 
asailablc from the Resirsc bank The total credit hmiLs sanctioned 
by the Resets 1 bank for short-tirm purposes to the West Bengal 
State Co-opcr urn. b 111k rose from Rs j. 3 erores in 1963-1. to Rs 9 
crorcs ui 1966-9 'I lu rising ovcrducs, howevu, Iiuvc afTected tile 
ibdil) of the structure lo use those facilities fully 

'I he long-term credit structure m the state is of the federal pattern, 
consisting of the central land development bank and 21 primary banks 
Though there has been some increase in the level of long-term lending 
in the state ami a large proportion of such credit has gone to finance 
productive purposes such as Icvcllmg of land, bunding and land de- 
velopment, certain problems arc bung faced in expanding this business 
Partly, the low h vi Is of lending reflect the impact of the restrictive 
land laws md the conservative basis adopted for the valuation of land 
The land development bank has not floated any rural debentures 
Two schemes, 'one each for the development of coconut and arecanut 
plantations, have been sanctioned by the Agricultural Refinance 
Corporation 111 tin state As against a total outlay of Rs 173 50 lakhs 
on these schemes, of wluch 75 per cent wdl come from the Corporation, 
the drawals up to the end of January 1969 aggiegatcd hardly Rs 0 15 
lakh 
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went up from 30 per cent to 57 per cent between 1960-61 and 1966-7 
Similarly, the amount of loans issued by agricultural credit societies 
increased from Rs 3 27 crores in 1960-61 to about Rs 10 crores in 
1967-8 Further, changes m policies in the desired directions are being 
brought about, though slowly 

The emerging picture of co-operative agricultural credit in West 
Bengal is thus one of somewhat mixed prospects, though recent progress 
holds some piorrusc of improvement Agriculture in the state is also 
steadily movmg towards improved techniques but how fast this trend 
will gather momentum depends ultimately on institutional reform 
ivhich can provide sufficient mccntive to all cultivators, including 
share-croppers and other tenants, to invest in land and produce more 
As agricultural programmes help to accelerate progress in these direc- 
tions and the demand for credit grows, co-operative credit may also 
be expected to expand, if recent experience, especially in the Intensive 
Agricultural District Programme district of Burdwan, is any indication 
Whether the development of co-opeiatave agricultural credit can keep 
pace with the increasing credit needs will depend on the extent to 
which the co-operative institutions succeed in overcommg various 
operational weaknesses and deficiencies West Bengal is one of the 
states for which the establishment of an agricultural credit corporation 
was recommended, as a supplementary arrangement for a transitional 
period, by the Informal Group on Institutional Arrangements for 
Agricultural Credit in 1964 It is obvious that subsequent years have 
■witnessed some improvement in the record of co-operative credit in 
the state At the same time, various difficulties and weaknesses are yet 
to be overcome m the matter of rationalizing lending pohcies, mobiliz- 
ing resources, streamlining procedures and improving the quality and 
size of staff at different levels 


DELHI 

17 The union territory of Delhi covers an area of 1,484 square kms 
and comprises, besides the urban area of New and Old Delhi, 276 
villages The co-operative credit structure in the territory consists of 
the Delhi State Co-operative Bank which also functions as the central 
financing agency and 292 primary agricultural credit societies 

The Delhi State Co-operative Bank has made satisfactory progress 
smee its inception m 1921 During the five year period ending 30 June 
1968, the outstanding loans of the bank recorded an increase of nearly 
Rs 1 34 crores from Rs 1 10 crores to Rs 2 44 crores The deposits also 
increased during this period from Rs 1 79 crores to Rs 2 72 crores 
Since large parts of the territory comprise the metropolitan area, non- 
agncultural loans, particularly those to consumers’ -’'’-operatives and 


/ 
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calamities were concerned it may be mentioned that the bank had 
constituted the agricultural credit stabilization lund only m 1966-7 
and the b ll nice m the fund amounted to Rs 1 ■_> 5. laklis as on 30 June 
1968 The bulk has also amended its b\-lnus to allocate 15 per cent 
of the net profits to this fund 

Supervision is the responsibility ol both the Department and die 
state co-opcritne b mk Supervisors of the bank inspect only those 
societies (agncultur d and non-ngricultural) wlueh are indebted to the 
bank 1 he number of supervisors is inadequate, laeh bung in chaige 
of 50 societies on the n\ erage 'lhe quality ot the work of dus staff is 
reported to be unsatisfactory, partly because die bank has no effective 
control our them Many of their important duties such as rectification 
of audit notes ol societies, assistance to societies in the filing of arbitra- 
tion cases, holding of general meetings, etc , are stated to be completely 
neglected 1 he supervisory staff of Co-operation Department, on the 
other h uul, attends to only statutory functions There is no proposal 
to entrust the supervision work entirely to the apes. bank. 

Tlie performance of co-operatives in the territory' in mobilizing 
deposits Inis not been unsatisfactory’ The a\ erage of deposits per 
societv at Rs 5,5.08 was next only to Kerala and Punjab The deposits 
of die state co-operative b mk amounting to Rs 3 15 crores as on 
30 June 1967 showed more than a ten-fold rise during the decade, 
but dicre was a slight decline in 1967-8 Deposits from sources other 
than co-operatives accounted for oier 50 pei cent of the total The 
bank is having in all seven branches and proposes to open two more 
The bank is eligible to receive deposits fiom quasi-government 
institutions and educational institutions 

There is no land development bank in the region Long-term credit 
is provided by the state co-operative bank direct to individuals who 
are enrolled as nominal members The bank’s long-term loans have 
not been significant, amounting to only Rs 9 lakhs as on 30 June 1968 
Nor has it floated any debentures so far The Agucultural Refinance 
Corporation has sanctioned two special development schemes involv- 
ing an outlay of Rs 17 laklis which arc to be financed dirough the 
apex bank 

An intensive agricultural programme on die pattern of Intensive 
Agricultural District Programme was introduced in the territory in 
1 96-5. for food crops and vegetables but this has not made any prominent 
impact on co-operative credit, apparendy because die co-operatives 
were not actively associated with the programme The High-yielding 
Varieties Programme has also been introduced in the territory, but 
here again, the involvement of co-operatives does not appear to be 
significant It is however noticed that there has been a marked rise in 
the consumption of fertilizers in the territory 111 leccnt years 
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to be clucked bv tightening up the supti vision machinery In that 
context it ib pirtictilnrh nccissirv that the uituc woik of supervision 
bt tnnsfcirccl to the stvtc co-opi rativ c bank bv suit ibly subsidizing 
it. Turtlicr, the administration has to associate the co-opuativcs moie 
activclv Midi the intensive agricultural piogianmus However, even 
wlun all improvements are made, it is clear that, m the years to come, 
lgricultural credit will occupv a diminishing part of the total co- 
oper uivc credit of the termor) 

GOA, D VM VN AND DID 

it] 1 lie cooper Hive credit structure in the union territory of Got, 
D lman md Dm came into being only in 1963, more than a year aftei 
the' territory had been liberated lrom the Poitugucse rule The two-tiei 
sWem consi5i5 of tlie Go 1 St lie Co-opeiative Bulk established 111 
November 1965 and primary agricultural ciedit co-opcratives at the 
base vs Inch numbered 177 .is on 30 June 196b The co-operativcs made 
r ipid strides 111 terms of physical coverage within a short period, cove 1- 
mg all the villages and more tli.111 half the number of rural housi holds 
bv the end of 1967-8 Many of the societies are, however, 11011- 
viablc The average amount of loans advanced by a society in 1967-8 
was only about Rs 4,900 which was well below the all-India figure of 
Rs 23,200 The proportion of borrowing membership to the total was 
also low at about 8 per cult Even the limited role played by the 
societies related predominantly to non-agnculturnl activities, a majontv 
of them functioning practically as consumer stores It is said that the 
office-bearers vs ere generally reluctant to take up the function ofprov ld- 
mg agricultural credit for fear that loans would not be repaid The other 
inhibiting factors were the absence of proper village records, non- 
completion of land surveys and delay in the implementation of land 
reform measures The area of a primary agricultural credit society is 
generally conterminous with a village panchajat A programme to re- 
organize the societies into viable units initiated 111 1965 is yet to make 
any real headway Another unsatisfactorv feature of the working of 
primary societies was that die overdues were heavy' and rising For 
instance, the overdues from members, as a proportion of loans out- 
standing against them, increased from 42 per cent at die end of 1966-7 
to 47 per cent a year later The main reason for this is said to be meffec- 
tivc supervision by staff who were inadequate in number 

Some attempts have been made to introduce the crop loan system 
in the territory by fixing scales of finance for eacli crop, with equal 
components of cash and kind In actual practice, however, loans were 
disbursed only in cash which did not generally exceed Rs 300 per 
member Some of the societies were insisting that the two sureties 
required for obtaining a production loan should be landowners 
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rcrecntoije of ovcriiuci to outstanding loans 


10 0 
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is hardly 10 per cent of the area sown Nearly a fourth of the area 
of the territory is at present cultivable wasteland and can be brought 
under the plough, provided there is a well-planned programme of 
land improvement This possibility and the prospects of increasing culti- 
vation of high-) leldmg varieties for which there is a large scope, should, 
in due course, throw up considerable demand for institutional credit 
for agriculture There seem to be, however, two sets of factors which 
stand in the way of the co-operatives making real progress in meeting 
these emerging credit needs One of these relates to the uncertain 
tcnunal rights of the cultivators who are to be financed by the co- 
operative Speedy and effective implementation of measures of land 
reforms, completion of land surveys and preparation of record of rights 
for cultivators — whether they are owners or tenants — are some of the 
steps which should receive urgent attention of the administration if 
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even ill the long iun in \iav of the pecuhai natuial conditions of the 
lull areas 

Loan pollens and pioceduies have not )et been lationalized except 
in the areas transferied liom the old Punjab State, where a modified 
form ot the ciop loan system has been 111 opi ration since 1965-6 The 
quantum of lo 111 is being determined on an ad hoc basis without 
reference cithci to repajing capacity or production requirements 
There is no seasonal pattern in lendings and recoveries and the practice 
of adv lining part of the loans in kind is not in vogue The maximum 
credit limit of a member of primary society is fixed at Rs 1,000 111 all 
districts except Mandi, where it is Rs 2,000 The bonower is required to 
create 1 charge on the land owned by him as provided for in the Co- 
operative Societies Act in force in the territory No fresh loans arc 
being issued to defaulting societies irrespective of the extent of arrears 

Rep lament performance has shown a general improvement recently 
The proportion of overdues to outstandings at the primary level 
declined from pa 2 per cent at the end of 1960-61 to 20 9 per cent at 
the end of 1966-7 The overdues can however be reduced further if 
progressive loan policies arc adopted, the machinery for supervision is 
strengthened and better contacts are established between the apex bank 
and the primary societies It is understood that since the work ofsupcr- 
v lsion rests entirely with the Co-operation Department, the apex bank 
is not making any active efforts for effecting recoveries of overdue loans, 
beyond sending a monthly list of defaulters to the Department The 
apex bank had appointed a special staff of 17 supervisors in 1962 to 
attend to the recovery of overdue loans, the cost of the special staff 
being subsidized b) the government for three years The services of 
this staff were, however, later dispensed with, when government subsidy 
was discontinued Thus, at present the bank had no supervisory machi- 
nery of its own The supervisory machinery of the Co-operation Depart- 
ment was not functioning effectively because the field staff was also 
reported to be burdened with the work of the Civil Supplies Depart- 
ment and the district co-operative officer was working as the distnet 
civil supplies officer 

The apex bank has been able to mobilize deposits from the public 
mainly by offering competitive rates of interest and opemng 29 branches 
including some in unbanked centres Deposits from sources othei than 
co-operatives formed 83 per cent of the total deposits as at the end of 
June 1968 The position of the two central co-operative banks m the 
territory can also be stated to be fairly satisfactory in this regard 

The long-term credit structure consists of the Himachal Pradesh 
Central Co-operative Land Mortgage Bank established in 1961 Dur- 
ing the earlier years, the bulk of its advances went towards die redemp- 
tion of prior debts but this has changed of late Out of the total amount 



ucqi jaAioj qanui 3uasajd jn axe qonptt ‘sSuuwojjoq 03 Suqqoqajuqs jo 
soqnj aq 3 Suisnajoui Aq pa3uaui§nn aq 03 avnq ]pAi sp\aj vrnuiud pun 
vadc atp 3n spunj pauA\o aqx pa 3 uaiuaglun Ap \qoajp aq 03 si uiajsAs 
ucoj dojo aip Ji AjqujapisuoD paAOjduii aq 03 a\nq oqu jp\\ sp\aj 
Ainuiud pun vadn aqi jn Aouaiotga jnuoqtuado aqx aiqonui Sumioaaq 
saunurud jo jaquinu oSjuj n nr pajpsaj snq qonpi sanaiaos 03 aounuy 
xjsojJ J° uoqouns aqj ajopq luauiAndaj qnj uo aauaisisui aqi sn qans 
saminaj aAqoxqsaJ Aq pajadurnq Suiaq si 3ipajo jo A\oy aajj ‘sjaquiaui Sui 
-Aiojjoq jo uoqjodojd atp pun paussi suno|jo auirqov ‘uoqnpidod jojtu 
jo aSnaaAOD jo suuaj in 3 uauia \ojduii aip audsaQ npaia joj puntuap 
aiqnqoid atp ur asnajoui pajunq atp Suqaain joj ua\a pauaipSuans 
Ajqnjapisuoo aq 03 paau pm ajrqoruns jipaja aAqiuado-oo aqx 

ajoinaj ajn ajqntA Sunuooaq 
saqatoos aip jo jaquinu aSin[ n jo sjaadsojd aip ‘Aioiiuai aqj ui suoq 
-ipuoo jnqnaad aqi oi pmSaj Suiaujj sasodind uoqnSuJi joutui joj pun 
uoquAqpio japan punj ajoiu SmSuijq joj pajmbaj aq 03 Apqq si npaja 
uuai-umipaiu ‘jaAaAiojq uonnStin Aq pa.uas 30U si qoiqAt Ajoiiuai 
aip jo ;jnd aSmj aqi joao paonpoxjut aq lotruno sattrtuujSojd pun3pio 
-uSn aAisuajui ‘A|jupuitg snajn AaquA aip ui adaoxa pairaiq ajopjaip si 
jtpaja uoqonpojd jnjtqpiouSu ujja;-3Joqs joj puniuap aqx sjmjj pun 
jaSutS ‘snajn unqjao ui pun ‘omiod si dojo qsna utcui aqi pun Aapruq 
‘aou ‘azinui ‘jnaqAi ajn uoiSaj aip jo sdoio pooj aqx 353 ‘sajqniaSa \ 
pun qpui jo Suqps ‘SutAuaAv ‘sjsajoj aip ui Suuaqunq ‘sjnoS pun daaqs 
jo SuunaJ 03 uaqni snq uoqnpidod aq 3 jo 3Jnd pooS n ‘punj jo sSuqqoq 
qnins Suqstxa aq 3 uo ajqnpnAn saqttnqjoddo 3uauiAo|duia pa3tunj 03 
anp pun jnjrqpiouSn si Ajo 3 tjj 33 aip jo uoqnpidod ajqua aip 3Souqy 

sajan ooo‘£c azimu pun sajon ooo'oS 3uaip\ ‘sajon 
ooo'oi Appnd — sajan ooo'Ss jo japjo aip jo uaaq avnq 03 pa3aad\a 
51 6-qg6i ui x A H J3 P un aSnjaAoa aqx Ajoianjspns Ajoa 30U aq 03 
pa3Jodaj 3J3av S3uauia \arqan aip ‘aurq ui spaas ainnbapn jo AjqiqnpnAn 
-uou 03 anp c g-£g6i Suimp ‘paujaauoa si j a H ^ °S saiaqod 
unoj aAissaiSojd 3dopn 03 3aA aAnq 30U3stp aip ui saqaioos Ajuunid 
aqX atnuTBjSoid aip jo uoqn3uatna|dun aq3 ui paAjOAUi Apaanp Suiaq 
ion am saAqnjado-oa 3nip pun louqsqj srq 3 m ajipanjas aAqnjado-oa 
atp uaip§uaj3s 03 uaqn 3 uaaq a\nq sda3S on Aqnaqanad 3 utp pa3Jodaj 
‘joao uoq ‘si 31 uoqanpojd pjjrqpiaiiSu Suisnajaui pun uoqn \qpa jo 
sanbiuqaaj pa \ojdun SuianpojauT ui S3pisaj ,Aio3anjsqns ajjtcj paAaiqan 
avnq 03 pa3Jodai si pun c-ig6i aams lauqsip Tpunjq aip m uoqnjado 
ui uaaq snq j Q*y j atp jo sauq aip uo 3aafojd unuuaQ-opuj uy 

uoqnjapisuoa S31 Japun 

aq 03 pa3Jodaj snAi AaqnA npvjj ui spjnqajo ajddn jo 3uaiudopAap aip 
joj auiaqas n 3nq Ajo3tjj33 aip joj ainaqas Aun pauoqauns jnj os 30U pnq 
uoqnJodjoQ aounuga^; pnjrqpiouSy aqx 3uaiua \0jdu11 pun{ joj ajaAv 
sqqnj 6f is sg sn qonin su ‘8-ig6i Snunp paounApn sqqn^ 8? ec s^jo 

AV3IA3H 3SIA\-3X\JS (ill) S 3 A I X V 3 3 d O - O O Zl£ 



IIIM veil VL PRADLSII 


313 


1 vmx 20 

1 ’kos RLSS OK COOI'LRWIVh CREDIT IS UlMAClIU. I’RAUtSU 


I95b 7 

Credit S S Jtus 

No of societies 57b 

No of villages covcicsl 

Membership (. Thousands 10 

Percentage of membership in luril 
househo'ds (Intimated 
Percentage of chum ml societies 10 
total 

Percentage of txn tossing member' 
to loul n-.cmlxulnp 


Owned fumlv 

(Rs lakhs 

lb 13 

Deposits 

iRs 1-ahhsi 

3 82 

I-oans tssued 



S 1 on term 

.Rs lakhs' 


Medium term 

iRs lakhs) 


Total 

(Rs lakhs) 

9 39 

I-oans outstanding (Rs lakhs) 

23 23 

Percentage of overdoes to outstand 


ing loans 


10 1 

Loans advanced 

|ier borrowing 


member 

(Rs) 


Vverage per socictv 


Membership 


80 

Share capital 

(Rsj 

2,050 

Deposits 

(lbs) 

6b 3 

I-oans advanced 

(Rs, 

1,618 


Central Co-ejetah t flanki 
Number 
No of offices 
Oh ned funds 
Deposits 

From co-operalivi > 

From others 
Total 

I-oans outstanding 
Percentage of overdurs to outstand 
tng loans 

Slate Co-eperah e Ihwk 


No of ofTtces 1 1 

Owned funds 12 87 

Deposits 

from co-opcrativ cs C 30 

From others 52 91 

Total 59 21 

Borrowings from Reserve Bank — 

Loans outstanding H 75 

Percentage of overdoes to outstand- 
ing loans 10 5 


Central Land Deulopinent flank 
No of offices 

No of primary land development 
banks 

Debentures issued 

I-oans issued 

Loans outstanding 

Percentage of ovirducs to demand 


19oO-bl 

1960-7 

1967-3 

(Provisional) 

790 

10, 138 

67 

2,584 

10, 138 
362 


27 7 

61 1 


b 8 

3 5 


b 0 

21 71 

4 15 

50 a 

172 55 
232 11 


5 5b 

2 90 

8 4b 

23 22 

93 11 

151 19 

2 H 60 
401 76 


10 2 

20 9 


212 

133 


85 

2,039 

525 

1,071 

( Vmottuts 

140 

5,558 

8,983 

9 166 

111 1 tkhs of rupees) 


) 

17 

19 78 

2 

18 

22 42 


40 55 

49 97 

90 52 

74 38 

46 99 

69 82 
116 81 

75 28 


18 b 

24 2 

18 

15 J9 

26 

22 79 

30 

24 65 

11 23 

55 04 

GC 27 

44 13 
128 52 

172 65 

37 48 

180 31 

217 79 

39 56 

122 52 

153 70 

31 4 

6 3 

11 5 


3 

3 


1 

16 20 

12 25 

31 43 

58 2 

1 

18 15 

22 58 

51 57 

48 4 




sjqnoq sqi oi Suia\o Xjojujs} sip jo spud suios ui suonipuoD psqjni 
-sip sip pun siusuisSuujju XjosiAJsdns sinnbspnui ‘ssnpjsAO XAusq oi 
psjnquqn si Asunuuop Suisusjdui sqx lunuuop sjsav jusd jsd f£ jo 
ssqsioos 55i ‘8961 sunf o£ no sn ssqsisos Xinurud 6££ jo jno ‘jsiprs 
pojnjs sy £-9961 jo pus sip in sn oo£‘£ sqj jnoqn sua\ Suipunjswo 
unoj sSujsau sqi pun o£i Xjuo oj jno psqjoAi Xjsioos jsd diqsjsquisiu 
sScjsau sqx '{usav Xpuisj)\s sua\ pAsj Xjnuiud sqi in simsnjqs sqx 

ssqsumq Xun psusdo is ( ion snq quoq 
sip ‘ooo‘£ unqj sjoui jo uoqnjndod n SuiAuq Xjoiujsi sqi ui suaioi 
\ ns isnsj in sjsav sjsqi qSnoqx qunq sqi ipm sqsodsp Jisip Suidssq 
ssrpoq sssqi uo suoqouissj jnSsj ou sjsav sjsqi qSnoqqn ‘suoqnjqsut 
lusmujsAoS-isnnb pun ssipoq jnsoj uiojj us vs jo oqqnd sqx iuojj 
sjisodsp Suiddni ui sAqnqrai qonui imoqs sauij oj Jnsddn jou ssop qunq 
sqjp suoqnjqsut SAqnjsdo-oo uiojj sums uisip jo juss jsd o£ ump sjoiu 
‘ g-£g6i jo pus sqi in sqqnj o£ s^j jo jsasj n qonsj oi Xppnsjs pssnsjsm 
sqsodsp qSnoipjy sjisodsp Suizqiqoui ui sssoons junoyiuSis Xun 
psASiqsn iou snq qunq sqx suoisusurrp isspoin jo jpis sjn suoqejsdo 
sji ‘sippq £9 s-g jo pqiduo SutqjoAv n pun sippq 5 1 sqj uuip sssj jo spunj 
psimo ipi^i i-g£6i jnsX sqi Suunp psqsqqmss ussq Suovuq uoqmqsui 
iusssj XpAquinduioo n si qung; SAqnjsdo-og sjmg judiunpy sqx 

JUDD 

jsd zz oj b 6 uiojj psuipsp diqsjsquisiu pqoi 01 sjsquisui Sumojjoq 
jo uonjodojcl sip mq ^X—ggG 1 prrc 19-0961 pousd sip Suunp psjqsji 
Xpnsu diqsjsquisui sqx luso jsd ££ punojn Xpio stbav ssqsioos SAqoe Xq 
sScjsaos s\qssjys ‘juuuuop sjsai ssqsisos sipjo iuss jsd b£ sy Xjoiujsi 
sip ui ssSnqtAjo jsquinu pqoi sipjo iuss jsd g£ psuuoj qonpi ssSiqpv 
6?o‘i Suiajss sjsai 3961 sunf jo pus sip re se ssqsisos jipsjo jejnjpisuSe 
6££ sqx ssnq sip je ssqsioos jxpsjs punpnouSe Xjeiuud pun xsde 
sip je queg; SApejsdo-og sjuig jndiuejy sip ipm suo jsp-oau n si jud 
-ruejy jo Xjojiusi uoiun sip ui sjnpnjjs jipsjs sApejsdo-os sqx 05 

■andiMvixi 

joj pspes XpusSjn ‘sdsjs jueuoduii sip jo suios 
sjc c ssqsisos qpsjs junqpouSe jo uoisiAJsdns jeioueirg saisusjui sjoui 
pun ssqsisos jo suoqstmj sonuss jsipo pun uoqnqnqsip sip ui ssnsjsui 
‘uisjsXs unoj dojs sip ipui suq ui uisip Suuq oj se os ssjnpssojd pun 
ssisqod Suipusj sip jo uoqnzqnuoqnj ‘Xpisqns jnusSnunui pun sjunjS 
iqSuino joj uoqnooqn js§jnj ‘ojjsipiq unip sjnos jsSjuj qonui n uo 
ssqsisos sip jo pqidno sjnqs sip ui uoqndioqjnd sjnjg Xjojujsj sqj 
ui sdnqs spq 01 psissdxs jusuidojSAsp jnjtqjnoqjoq sip Xq dn UAiojqi 
sq oj Xpqq si qoiqAi sireoj uusj joj punuisp sip jssiu oj psusqiSusjjs 
Ajpqunjsqns sq oj pssu osjn piAi ‘Xounjui sji ui pqs si qoiqAV ‘sjui 
- onjjs ^rpsjs uijsj-Suoj sqx suuunoSojj uoqoy sip ui psjssSSns ssoqj 

AV3IA3JI 3SIA\-31ViS (ill) S3AI1VH3 JO-OS fl£ 



M VMl'UR 


315 

from hostile Aug is, thcie has been piactically no hcsli loaning in two 
sub-divisions nul 1 lew hill .lie as and the loans carhu advanced by the 
bulk m these ireas ha\e become, lor the time being, irrecoverable 
Vs a step low irvis rev it ill «■ ition ol units at the primary level, the Co- 
operation Depirtnunt 1 ml down the critciia for a \iable society consist- 
ing of a loan tumour ol Rs 53,000, futih/er business of Rs 15,000 and 
consumer business ol Rs 20,000 for the \ alley, with lower standards for 
tin lulls region Howcui, the survev for classifying the societies into 
udile nul pole nil dl\ u iblc societies had not )ct been completed. 
Though in \icu of tlu pie sent low level of operations of the average 
scarlets in the lerntois, ie\H dilation ol the prnnarvsti uetmeis expected 
to present a foimidable problem, the steps taken so fai in this direction 
hise been fir loo inadequate 

Although the e 1 op loan system was introduced in 1966-7, some of 
its essential fciturcs 11 mini to be implemented Ciop-wise scales ol 
linance were fixed lor 1966-7 on the recommendations of the field 
workers’ confcri m 1 , but the Seales were quite low' because of the meagre 
resources position of the apc\ b ink Vllhough arrangements for dis- 
bursement of lerlih/eis through the apex and primary marketing 
m.cicUcs were reported to be s ltisf iclory, the olftake of kind loans by 
societies, partietilarK 111 the hilly areas, was generally poor as it was 
difFicult and covtlv to transport them Seasonably was not being strictly 
observed in recover) ol loans No steps had been taken to efiect linking 
of credit with marketing The individual maximum bon owing power 
was fixed at onh Rs 1,000 for short-term loans, but this was perhaps 
sufficient for 1 majontv of cultivators who had only small holdings 

Recovencs have been poor at the apex and primary levels At the 
primary level, the overdoes as a proportion of outstanding loans, rose 
sharply from 6 per cent in 1960-61 to 40 per cent 111 1966-7 The 
overdues at the apex bank level loo showed the same tendency, their 
proportion to outstanding loans having gone up from 7 per cent in 
1960-61 to 39 per cent 111 1966-7 Though there was a slight improve- 
ment in 1967-O when this proportion came down to 36 pci cent, it 
was still very high The seriousness of the situation could be gauged 
from the fact that overdues for more than 3 years constituted 32 per 
cent of the total overdues as on 30 June 1968 The main factors res- 
ponsible for the increasing overdues were lack of propci supervision, 
inaccessibility of, and disturbed conditions prevalent in, the hilly areas, 
delay in disposal of arbitration cases and absence of a link between 
credit and marketing 

Supervision of the affiliated societies is the responsibility of the apex 
bank Though on an average, there were only 23 societies under the 
charge of one supervisor, the work was not of the requned quality 
Duties of supervisors were not cleaily spelt out and visit notes and 
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m the tmitor. , lit it tltr Inlorm il Group on Institution, il \rr.uigcincnts 
for \ 'rirultur il C.redii tppoiutrd It) the Ri sc r\c 15 ml. of India, rccom- 
mrndrd in Kjb} the establishment ol an agriculiuinl credit corporation 
to r cr\r tin. union trmtorv at i ir uruiional ai range m< ut 

l’OXDICIILRRY 

21 I he beginnings of the to-opcrali\c inmciucnt in t lie union tem- 
tory of J’ondiclu rr> can lie traced to the organization ol primary agri- 
cultural cretin jociclict in 19513 I hete societies were financed by the 
South Areot District Cu-opcr.ili\c Central Hank in Madras State till 
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Table 22 

Progress of Co-operative Credit in Pondicherry 



1956-7 

/ 

1960-61 

1966-7 

1967-8 

(Provisional) 

Agricultural Credit Societies 

No of societies 

22 

77 

88 

92 

No of villages covered 


166 

388 

388 

Percentage of dormant societies to 

total 


— 

— 

— 

Membership (Thousands) 

1 

9 

14 

14 

Percentage of membership to rural 

households (Estimated) 


15 5 

22 2 

20 0 

Percentage of borrowing members 

to total membership 


55 6 

92 9 

100 0 

Owned funds (Rs Lakhs) 

0 38 

4 0 

10 0 

14 0 

Deposits (Rs Lakhs) 

— 

0 21 

0 54 

0 77 

Loans issued 

Short-term (Rs Lakhs) 

2 

22 

21 

25 

Medium-term (Rs Lakhs) 

— 

— 

4 

) 

Total (Rs Lakhs) 

2 

22 

25 

27 

Loans outstanding (Rs Lakhs) 

2 

20 

31 

34 

Percentage of overdues to outstand- 

ing loans 

0 5 

2 8 

8 5 

35 2 

Loans advanced per borrow mg 

member (Rs) 


■HO 

189 

208 

Average per socict> 

Membership 


117 

159 

141 

Share capital (Rs) 


4,351 

9,273 

11,630 

Deposits (Rs) 


273 

614 

837 

Loans advanced (Rs) 


28,571 

(Amounts 

27,886 29,347 

m lakhs of rupees) 

State Co-operative Bank 

Owned funds 


9 

21 

23 

Deposits 

From co-operatives 


2 

28 

34 

From others 


3 

3 

4 

Total 


5 

31 

38 

Borrowmgs from Reserve Bank 


15 

19 

20 

Loans outstanding 

Percentage of overdues to demand 


31 

■18 

16 5 

53 

25 6 

Central Land Development Bank 

No of primary land development 

banks 


— 



— 

Debentures issued 


— 

10 

5 

Loans issued 


0 75 

7 

7 

Loans outstanding 


0 75 

20 

25 

Percentage of overdues to demand 


— 

28 6 

18 0 


for Rs 9 5 lakhs in 1966-7 As at the end of June 1968, loans to the 
tune of Rs 25 lakhs were outstanding against members The overdues 
from them as at the end of 1966-7 stood at 28 6 per cent m relation to 
demand, which was high for a central land development bank Subse- 
quently there was some improvement and this proportion came down 
to 18 per cent as on 30 June 1968 

The credit support given by co-operatives to the High-yielding 
Varieties Programme in the territory was negligible as only three 
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be completed It is expected that the programme of reorganization will 
be completed b\ the end of 19G9-70 when there are likely to be about 
200 societies in the territory 

I he crop loan s\slem was adopted in the territory from khanf 1967, 
with the fixation ot soles of fin nice under cash and kind components 
tor dilfcrcnl crops In actml practice, however, the apex bank was 
oiKliomng loins to cover the mil component alone .is there were 
no irr ingenious for distribution of krtih/ers tluough co-operatives 
1 \c.i tho'C t.isli loins were rcl Ucd not to the irea under cultivation 
md the crops grown, but to the sh ireholding of a member whose loan 
ch s ibihlv w is determined it eight times his share capital 111 the society 
bc-.dcs, dinrt-Unn loins up to only l\s joo were issued on surety basis 
uul loins exceeding this hunt were required to be secured against 
nurtgigc Despite 1 provision in the Co-operative Societies Act in 
lbrec in the territory for ere lting 1 eh lrgc 011 land, the apex bank was 
not 1 ikin’ idv mngc of the provision 

One (1 the duquicting features of the credit movement in Tripura 
is the high level ol ovcrdtics, both at the apex and the primal y levels 
Vs 1 proportion of outstanding In ins, they formed j", per cult for the 
q>cx bin', uul 09 per cent it the b esc, .is it the end of 1 966—7 The 
po'iimn it the ipex b oik level is s ud to have further deteriorated in 
1 907-11 when us overdoes is 1 proportion to demand is understood to 
na.c gone up to 71 per cent further, nearly Go per cent of the overducs 
to t he ipex b ml were said to be more than three years old The main 
re 1 ons for the he ivy overducs were incfieclive supervision, slackness 
in 1 il mg coercive iction against defaulters, shifting cultivation adopted 
1.1 trib il ire is, frequent incidence of Hoods and lack of concerted efforts 
by the non-offici d leadership home of the old overducs had resulted 
from the mi'gr llion of sections ol the population to Pakistan at the time 
of the Partition The Standing Advisory Committee on Rural and Co- 
oper tlivc Credit which reviewed the co-operative movement 111 Tri- 
pura in \pril iqGj. recommended that a team of officers of the Union 
Ministry of Community Development md Co-operation and the 
Reserve 13 ink of India might uudert ike an 011-the-spot study and 
suggest proposals for the reorganization and development of the move- 
ment in the territory ihe team which accordingly visited the territory 
ill November 19GG took the view that there was no prospect of recover- 
ing loans dui from tribals and from those who had migrated to 
Pafistan Ihe team, therefore, recommended that the bad debt reserve 
of the bank which then stood at Rs 0 61 lakh might be strengthened 
with a contribution of Rs 7 lakhs from the government This contri- 
bution was actually made to the bank in 1967-O 

The responsibility for supervision over agricultural credit societies 
had often been shifted in the past between the apex bank and the 
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In the 111 utcr of deposit mobihz moil the reeoitl of the apex. bank can 
be <eud to lie rcl Uivcl) impressive 'Hie deposits of the bank more than 
doubled during the period 1960-61 to 1967-G ami stood at Rs 36 laklis 
•is on jO June iQbll II df of them were fiom sotuces other than co- 
oper ui\ c~s i lie b ink has m ill ftv e br inches and is said to be pro\ lding 
v incus b inking fuilities to it > 1 onstituents 

n e 1 'ripur 1 Co-opcr itivc I mil Morn; lge 15 ink, cst lbhshcd 111 19G0, 
jrovic’c? 'oa^-te 111 credit le> agrn ultunsts dnectl), tlieie being 110 
prim irv 1 11. el Gr\ e lopmcnt b inks \ gooel pul — Ih per cent 111 1 966-7 
- of the hnutcel volume ol lo 111s issued (Rs o 30 1 ikh) is seen to have 
lien uK line el for the rcelenipttem of olel debts I he bank has not so 
1 tr ik ucei ins debenture' - , the mam c omee ol funds for its operations 

I on g tl e 1 or.o».m K s from the government which stood it Rs 1 77 lakhs 
is on 30 Jm e 1 1,0.5 

Hill. irei. leeount for a large p ir t of the teiritory Till Indepen- 
e'ci eo 1 'T nilture \s is c irried on b\ the tubtl people on the basis of 
shifii.iv, eultiv la 11 ' 1 11c mllu\ e f • large poptil uion of displ iced persons 
fre n I’d l n 11 is mb cqucntl) dunged the situ ltion in se\eral 
re., rets I ne eh m mel k r icxnlgi mis h is mere ised and intensive agri- 
culturi! ore gr mimes in bring t ikeu up Agricultural credit rcqrnre- 
u c'i , ti r priduetion is well is investment, ire therefore 011 the 

II ere vC It is in the context of this emerging increase in credit needs 
md the lul ti it the co-opei Hive igrieultur il credit had still a long 
v. iv to ;o le> become strong 111 terms of coverage, orgamz ition ind 
oper uion d rlheienc), tint the Inform il Group on Institutional 
\rr ingenious for \gnculiuril Credit recommended the establish- 
ment of m ugrieultur il credit corporation to serve this union territory, 
is 1 tr illation d measure 
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centres which had remained neglected despite the expansion in the 
total number of banks and branches and offices of banks As a first 
step, the Imperial Bank of India was converted, as we have mdicated 
earher, into the State-partnered State Bank of India m July 1955, and 
a statutory obligation was placed on it to open at least 400 branches 
within a period of five years from the date of its establishment This 
was followed during the yeais 1959 and i960 by the conversion of 
eight State-associated banks as subsidianes of the State Bank of India 
Between them, these public sector banks opened 1,434 new offices up 
to the end of 1967, most of them at rural and semi-urban centres and 
682 of them in centres which had no commercial banking facility at 
all Simultaneously, the Reserve Bank also streamlined its branch 
licensing policy with a view to bringing about a balanced development 
in the expansion of branch network, with emphasis on the extension to 
unbanked centres Thanks to these efforts, the Indian scheduled banks 
other than die public sector banks opened 2,369 new offices between 
1955 and 1967, of which 507 were in unbanked centres 
4 Despite die structural changes and extension of banking to 
centres which had till then been neglected or inadequately served by 
commercial banks, dieir advances have continued, till recently, to 
be oriented to the needs of organized trade and, m an increasing 
measure, of industry Within this sphere, again, the credit operations 
of commercial banks tended to be directed, for obvious reasons, to the 
more advanced states, larger towns and metropolitan cities To 
illustrate, two states, viz , Maharashtra and West Bengal, between 
themselves accounted for as much as 55 per cent of the entire scheduled 
commercial bank credit in 1966, though it must be added that this 
figure has to be interpreted with various reservations for example, 
some of the advances at Calcutta were intended to finance tea gardens 
m Assam Agam, a htde over one-fifth of commercial banking offices 
were concentrated m 19 large towns As we shall show later in this 
chapter, a large part of the resources which the commercial banks 
mobilized in the rural and semi-urban areas also went to finance 
urban-based industry and trade In particular, agriculture (other than 
plantations), received only a negligible share of commercial bank 
credit It was this lop-sided growth of banking and credit that may be 
said eventually to have given rise to the scheme of social control over 
banks What is now taking shape is a qualitative transformation of the 
working of the banking system so as to meet the requirements of the 
country’s developing economy This mvolves two major but related 
hnes of progress One of these concerns the extension of banking 
facilities to an increasing number of urban, semi-urban and rural 
centres through the expansion of branch banking The second relates 
to the task of identifying and filling gaps m the types of credit required 


jgj d 'uoda-g Ajuofcj'j *l£6I ‘mwuhhoq Ajmbirj Sot^ucji jcxsu^) utipu] aqj_ , 

oip 03 jo pjOfptTE[ oip 03 aooSap perns e m puc jaqucq snouaS 
-ipui oip ‘jopcoo oip 03 jrpojo oip jo 3Jud Surqsiujnj ‘.Aicipoinjoiut 
uejo 3cip Apcnsn si 3rpojo jcjiupiouSe tn ojoj jioip ‘eipuj jo s]jed 
jaipo tn 4 jaonpojd pjnjoe oip ipiM ‘Suqoqjcui 03 poeSoj ui uoao 
‘ suonepj 300-np sc OAcq squeq ]ct3Jatinuoo 3eq3 eipuj tuoipnog jo 
S3 jed unq joo ui Ajuo si 31 ‘Surjueq qotrcjqjo tpAtojS pideijo 03ids uj ; 

SAiopoj 

sc poAJOsqo (5^61) 0033 runuo 3 -qng aoucuig icjnjpiouSv aqx 9 
ssoinsnq jejouaS Jioip jo 3jcd sc ooucuij icjrpjnouSc uodn qoo| 30U 
op squeq osotp , icq3 pue c sjsuiuptouSc otp 03 3ipoio jo Ajddns oip ui 
‘ssoj qonui quegr pjciodioj oip pure ‘3ied 300jip op3q Ae[d squeq qoo3S 
3Uior oip , 3 Eip poAJOsqo (i£6i) 30330110103 Aornbug; Sarqucg; ]cj3Uoq 
ncipuj oqx ojn3{noijSc tiotpuj jo suorjipuoo oip ui ojoj siip joj ajqeims 
3S0in oip ojoipw oip no ojoai soAncjodo-oo 3cqj 3]oj scav 31 pueq joipo 
oip uo Acav o2.ic] Auc hi ppy sap jo3ao pjnoqs squeq puojouiuioo oip 
3Cip uoqsaSSns OApisod c apetu inoip jo ouou ‘oJn3piouSc ooncag 03 
op3q ouop pcq squeq jcioiouiuioo jaip poooSc ojoav uiotp jo pc opipw 
3ipojo ]canj ui squeq puojouiuioo jo o]oj oip ipiAV ijcop 3scd oip ui OAcq 
soo33nuinoo 3Jod\-o jcJOAog OApoodsaod jodoid jioip ui uoos oq Aeui 
s3uauidoioAop 3uaoaj oip 3cip os preSaj sup ui Aaqod jo uoqipoAO oqi 
avoiaoj 03 3uaupjod 31 japisuoo oav ‘10300s jejiu oip ui spire q jeiojaui 
-uioo aip jo aouciujojjad aip jo 3Uouissassc uc 3dtua33c oav ojojag S 

1 Coijoj fo puiwioyoDg 


squeq |ciojaunuoo oaipo aip 03 Ajuieui 
ojaq soApsiuo Suragnoo ‘ja3dcqo 3x0a aip ui Ap3cjedas uioqo ipm 
pop ‘ojojaaoip ‘ay\\ Soiqueq puojauruioo tn 3Uoui3aioaui p’303 jioip 
uiojj uoqocJ3ap Auc 3noipiAi souiurcjSojd ogioods joouoid puc sosodind 
mc3Joo |piqj 03 poiiSisop Apcioods J0300S oqqnd aip ui suoqrqpsui sc 
Suqooj 3uajojgip 3cqA\ouios c uo puc3s ‘uia3SAs Suufucq jeioiounuoo aq 3 
jo 3Jcd c Sintuioj qSnoipje ‘soncipisqns S31 puc eipuj jo queg a3C3g 
aqX saioqod ycuoqciado Jiaq3 m uopc3uauo poSueqo c joj spuciuap 
oq3 03 ‘soqqiocj asaip jo suua3 ui ‘puodsaj 03 s3J0jja 300000 jiaip puc 
3scd oip ui J03oas jcinj aip 03 soqqiocj srpaoo puc Sinqucq SuipiAOjd ui 
squeq jctojorauioo jo aoueuuojjad aip jo AiaiAOi jonq c josdcqo sup ui 
3duro33c ay\\ Aoqod jeuoqcu jo store aip ipwv otrq m Ajiatjoc onuouooo 
s.Ajjunoo aip jo ui033cd SuiSueqo aip 03 asjnoo anp ui poimpc 30S 
03 Ajaqq aoc saioqod jeuoqcjado S31 puc iuo3sAs Stnqucq aqx Jipojo 
queq jo uoisiAOjd oip jo aioia jo 3 mod arp loop sjo 3 oas juojaggp 03 
popjoooc aq 03 jqSnos aiou sapuoud OAqrpi aip m po3oapaj si qoiqAV 
qocojddc pcoaq sup si 3j jipajo Suumbaj Ainouooa aip jo SJO30as puc 

gsS 


SSKVS 3VIOB3IIKOO 



STRUCTURE AND OPERATIONS 327 

co-operative banks The Debt Acts of the depression period by intro- 
ducing an element of uncertainty into the contractual relation 
between debtor and creditor have had the effect of further dis- 
couraging direct financing of the agriculturists As a result, the 
amount of finance supplied by banks direct to agriculturists is at 
present insignificant m volume 

The Sub-Committee also expressed the view that while there was no 
large scope for commercial banks to finance agricultural operations, 
conditions were more favourable m the field of maiketing finance 

7 The Rural Banking Enquiry Committee (1950), while recogniz- 
ing that there was large scope for institutional rural credit, took the 
view that co-operatives, m view of their suitability for the purpose, 
should receive special attention and assistance To quote from its 
Report 

‘ The need of the rural areas for advances is considerable and is capa- 
ble of continued increase, and this could be met m mci easmg 

measure by the fullest use and gradual development of a variety of 
credit institutions, the most important among which are co-operative 
banks and co-operative credit, multi-purpose and marketing societies 
and land mortgage banks The scope for the development of such 
institutions m the present conditions can be said to be unlimited, 
and, in view of their special suitability and importance for the 
dispensation of rural credit, it is obvious that them expansion, 
improvement and stabilization should receive special attention and 
assistance ’ 2 

Although the Committee did not rule out the possibility of commercial 
banks enlarging their role m providing rural credit, its recommenda- 
tions were mainly concerned with matters such as the widening and 
cheapening of remittance facilities, provision of better facilities for 
exchange of notes and corns, and the removal of impediments in the 
way of extension of banking facilities to rural areas The Committee 
recommended what might be termed ‘ the three-fold approach ’ to 
banking extension by creating conditions (i) for co-operative banks to 
extend their activities beyond the towns to the villages and for com- 
mercial banks to extend beyond the bigger to the smaller towns, 
(it) for the Imperial Bank of India to extend its network of branches 
beyond banking treasuries to non-banking treasuries and (in) for the 
Reserve Bank to open offices in the headquarters of all major states 

8 The data of the All-India Rural Credit Survey, it may be 
recalled, confirmed that the contribution of commercial banks to rural 
credit was negligible The advances made by these banks in 195 1-2 for 
agricultural production constituted less than 4 per cent of then total 

1 Report of the Agricultural Finance Sub-Committee, 1945, (Reprint) p 70 
* Report of the Rural Banking Enquiry Committee, 1950, p 54 
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die areas m which they had been raised The Group went on to suggest 
some avenues m which the commercial banks could fruitfully invest 
such resources for the benefit ol die rural sector but at die same tune it 
admitted the limitations in this regard in the following words 

‘ Progress 111 this dire etion, however, is likely to be slow and cultivators 
of this (progressive) tvpe will not be many It will, thciefore, remain 
broadly true that one cannot look to the commercial banks for 
providing a s itisfictory svsteni of agricultural credit, even on a 
purely supplementary and transitional basis, for any large sections 
of the cultivating population 111 Indian conditions n 
1 1 It can, therefore, be said that die trend of bodi expert opinion 
and official policv lias been that co-operatives, and not commercial 
banks, are the appropriate ciedit agencies for agriculture There was 
nodung of course 111 the views expressed or recommendations made 
diat could be mteqireted as discouraging or debarring connncrcial 
banks from financing this sector O11 the odier hand, as we shall show 
presently, there has been a significant extension of die branches of 
commercial banks to sum-urban and rural centres in 1 espouse to die 
deliberate policy of die Reserve Bank of India to encourage such 
extension 'What is more important, diese brandies have met with 
greater success in die matter of mobilizing deposits of those centres 
dian the offices of co-opcrativc banks This situation alone, apart from 
considerations of a balanced growth of die country’s economy, places 
on the commercial banks an obligation to invest the resources raised 
in die rural sector for the benefit of that sector 

Rural Banking 

12 In die matter of extension of rural banking, tlicie has been 
appreciable, though as yet inadequate, progress since the Rural 
Credit Survey In particular, banking facilities came to be extended 
to more and more places which had no such facilities at all or were 
served only by co-operative banks Thus, during the years 1955 to 
1967, the commercial scheduled banks including the State Bank of 
India and its subsidiaries opened 3,803 offices of which 1,189 or about 
31 per cent were opened in hidierto unbanked centres 1 2 Full 
details arc given in Table 2 A furdicr analysis of the data with a 
view to comparing the performance of die State Bank of India 
and its subsidiaries on the one hand and die private sector banks 
on the other as in Table 3 brings out the fact diat 682 or 48 
per cent of 1,434 ncw offices opened by die former duung die 

1 Report of the Informal Group on Institutional Arrangements for Agricultural Credit, 
1964, p 85 

1 An unbanked centre u defined aj one not having any commercial banking facihty but 
may have an office of a co-operative bank 
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than 25,000 Furthci progicss was made in 1968 when banks opened 
675 new offices Pi ogress during tins year was particularly significant 
not only because moie offices were opened than during any earlier 
) ear but also because as many as ^88 out of the new offices were m 
semi-urban and rural centres and 36 j. wcic in hitherto unbanked areas 
Two points ma\ be noted 111 this connexion One of diese relates to the 
role of the St ite Bank of India and its subsidiaries in the extension of 
branches to unbanked centres While we shall deal with dus in detail 
in the next ch ipter, we would point out here that the part played by 
diem was related to then special responsibility for government treasury 
work at various centres, the statutory obligation placed on the State 
Bank to open a specified numbei of new offices and the related pro- 
vision made for the constitution of an Integration and Development 
Fund in the State Bank for meeting losses on unremunerative blanches 
Furdier, a few of tile private sector banks also had a large number of 
branches in places with a population of less than 50,000 

Mobilization of Rural Deposits 

13 Perhaps pardy on account of their superior customci -services and 
partly because of a more sustained drive foi deposits, the commercial 
banks have generally been more successful than die co-operative Institu- 
tions in mobilizing deposits in the semi-urban areas It can even be 
said, from other points of view, that as a result of the various changes 
which have occurred in the rural sector, including the rising incomes 
of sections of the rural population, the commercial banks have found 
it increasingly wordi while to open offices at rural and semi-urban 
centres to tap die growing deposit potential There is also reason to 
beheve diat.die deposits at these centres have been showing a higher 
rate of growth than those in large towns and cities, though allowance 
must of course be made for die fact that die base itself is small In any 
case, if all the blanches m rural and semi-urban centres, whedier 
newly opened or not, arc taken togcthci, these are undoubtedly show- 
ing a rising trend in deposits For instance, a study made in die Reserve 
Bank of die deposit growth in branches of scheduled banks opened in 
hitherto unbanked centres during the years 1955 to 1963 showed that 
the deposits per office, in respect of branches opened in 1955, increased 
over the period 1957 to 1963 from Rs 6 5 lakhs to Rs 10 >9 lakhs 1 
The rise in the case of branches opened in die subsequent years was 
even more significant 

14 The steady growth m die volume of deposits tapped by com- 
mercial banks from semi-urban and rural centres has not generally 

1 1 New Offices of Indian Scheduled Banks in Hitherto Unba Mobilization 

and Pattern of Deposits ’ — Reserve Bank of India Bulletin, 
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resources mobilized at smaller centres was not only not utilized there 
but used for making advances in bigger centres For rural centres 
separately, the proportion of deposits used for lending is still lower, at 
only 41 8 per cent It is true that these figures have to be interpreted 
widi caution For one tiling, they do not allow for the assistance 
provided by die banks to die co-operatives m different ways For 
another, it sometimes happens that amounts borrowed from the banks 
at certain centres are used for financing activities (e g , tea gardens) 
located elsewhere Even so, it would seem not unreasonable to conclude 
that funds tapped at semi-urban and rural centres are to a laige extent 
being employed by banks for making advances at their offices m bigger 
towns and ernes Whatever be the justification for a seasonal flow of 
funds from the rural to the urban sector in the short run, a persistent 
and large flow in this direction is clearly undesirable at the present 
stage in the development of the rural economy generally and agri- 
culture m particular This is one of the features of the operations of 
commercial banking which has come m for criticism and given rise to 
a demand for suitable corrective steps 


Results of Special Survey 

15 If, as we have seen, commercial banks invest only a small portion 
of the funds mobilized in rural and semi-urban areas in those areas, 
it is relevant to know the types of constituents financed by them in 
those areas, the purposes for wluch they are financed, the type of 
security required and so on At our instance, therefore, the Economic 
Department of the Reserve Bank of India conducted a survey of the 
business of commercial banks in the private sector m rural and semi- 
urban centres (with population of less than 5,000 and between 5,000 
and 25,000 respectively) and certain other selected centres The 
selected centres, although not m the rural or semi-urban areas, were 
located within, or m the vicinity of, areas where one or more of agri- 
cultural development programmes such asIADP,IAAP,HVP 
or other special agricultural or rural development programmes of the 
government were being earned out This survey also confirms the fact 
to which we have drawn attention earlier, viz , that the proportion of 
advances made by banks m rural and semi-urban centres m relation 
to their total advances was smaller than the proportion of deposits 
raised in those centres to their total deposits Table 5 brings out 
this feature 

16 The analysis of the loans and advances by type of borrowers 
shows that, for all the three types of centres taken together, the advances 
to agriculturists accounted, as on 31 March 1966, for about 30 per 
cent of the number of accounts and about 3 per cent of the amount 
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Table 0 

Lows VXD \Q\ V.NCXJ TO AGRICULTURISTS ACCORDING TO SccURITV AT TllE CENTRES SURVEYED 

(As on J1 March 19GG) 


Scnsnt y 

JW> of 
Ucounts 

Amount 
(Rs Lakhs) 

(1) 

(2) 

(2) 

1 1 > I ood crops 

1G9 

37 

pi) Oilier crops 

I7G 

20 

0 A Gold ornaments and bullion 

2,01,901 

5G0 

U ) Ciuarintccs 

164 

5 

(-) Real ctutc 

2G9 

09 

( 1 ) Others 

10,001 

5G3 

TOT \L 

2,19,200 

1,270 

V. 

Percentage of ( 1 ) to total 

0 2 

2 9 

Percentage of (in) to total 

92 0 

4-1 7 


accounted for only a small part of bocli the number of accounts and the 
volume of outstanding loans The bulk of the lending at the centres 
studied went to * others ic, bonoweis othei than agriculturists, 
planters and those engaged m \ lllage/rural mdustues 

18 Accounts of advances against warehouse receipts numbered 
9,230 at the end of March 1966, of which 778 01 about 8 per cent wcie 
those of agriculturists The amount of such advances was Rs 10 49 
crores, but except for a sum of Rs 15 lakhs, the entire amount went to 
parties other than agriculturists The average amount of advance 
per agriculturist borrower against warehouse receipts was only 
Rs 1,928 as against the average of Rs 12,234 for a non-agiiculturist 
borrower 

19 It is clear fiom the results of the study given above that, even 
after the commercial banks had overcome their earlier reluctance 
to carry banking facilities to smaller centres and begun to derive deposits 
from such places, they had not, till recently, made any significant 
progress in fulfilling the complementary lesponsibility of meeting the 
credit needs of the semi-urban and rural community In explanation, 
though not in justification, there arc several factors some of which we 
have already dealt with Being essentially urban in ongin and con- 
ception, the commercial banks have been, m their operations, tradi- 
tionally geared to the needs of industry and trade Consequently all 
their available resources have been directed to finance these sectors, 
leaving htde or no surplus for other non-traditional sectors Further, 
the commercial banks do not have the organization or the expertise 
to deal with a vast number of cultivators spread over innumerable 
small villages Nor do they have any organic links with the local 
institutions at the village level or the opportunity to take die help 
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economic activity. While the increasing productivity and rising farm 
incomes result in a growing deposit potential, pi ogressive modernization 
and commercialization ot agriculture and the emergence of viable 
units help to open up an expanding line of sound and profitable lending. 
These two aspects of rtnal banking are indeed inter-connected, for 
the banks cannot merely look for deposits without undertaking to 
supply credit We note, m this connexion, that this is a point which 
has also been emphasized m the Rcpoit of the Study Group of the 
National Credit Council on Deposit Mobilisation and in the discussion 
in the Council on the Report These two functions arc msepaiable as 
1 credit operation should itself be an occasion for, and assist in, the 
accretion of deposits Again, the geneial scarcity of resouices and the 
credit needs of production and development in different sectors also 
require that the b inking svstem try to tap every source for deposits 
and, in tins context, appioach the rural areas Progressive and far- 
sighted commercial banking should ordinarily be able to sec the wisdom 
of stepping m boldly to serve the niral areas with the services of banking 
and credit, recognizing that, promising as immediate possibilities arc, 
the long-term potentialities are much greater 


Social Control of Banks 

ai. Wc would refer here to the view that the lack of enterprise on 
the part of commercial banks in extending banking and credit facilities 
to rural areas is only one aspect of their general reluctance or inability 
to serve adequately certain strategic sectors of the economy such as 
small-scale industry and exports, apart from agriculture While re- 
cognizing die importance of die financing of these priority sectors 
from various points of view, the Government of India has taken the 
view that die mere acquisition of banks by the State would severely 
strain die administrative resources of die government and, at the 
same tunc, leave the basic issues untouched Instead, a scheme of 
social control of banks has been mtioduccd As a fust step, the Govern- 
ment decided in December 1967 to set up a high-level and represent- 
ative body known as the National Credit Council, to assist die govern- 
ment and the Reserve Bank in die task of allocating ciecht among 
the different sectors in conformity widi the objectives of planning and 
considerations of national economic policy This Council which has 
since been set up has been assigned the task, among other things, 
of assessing the demand for bank credit from the various sectors of 
the economy and determining the relevant priorities Simultaneously, 
the government has also amended the Banking Regulation Act, 1949 
Under this legislation, every banking company is required to recon- 
stitute its board of directors, so that the majority of persons on the 
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and spare pii ts for machinery, on credit fi om approved dealers Another 
actiutv undertaken by the bank is the financing ofpoultiy, dairy and 
fisherx de\elopment schemes In addition, the bank has undertaken 
a nuinbci of promotional activities which have helped to develop 
an intimate relationship with larmeis, such as the organization of 
sprayer sen ice ceiities, vegetable girden competitions and conducted 
tours of t irmcrs Of the fictors which h ive enabled the bank to play 
a pioneering lole m this field, the more important aie the progressive 
approach ot its management, its network of about 50 blanches in 
senn-urban and ruril centres 111 the South Kanaia distnct and the 
appointment by the bank of technically qualified ‘ faim leprescntatives ’ 
who aie in a position to advise the cultivators and also to maintain 
liaison between them and the bank 

23 Iollowmg die introduction of social conti ol measures, scvcial 
commeicial banks, as we have stated eaihei, have taken up various 
schemes for financing the agrieultmal sector Each bank is continuously 
engaged in expanding these dibits in diffeicnt dnections and under- 
taking intensne and c\p< runcntul projects m selected areas Develop- 
ments are taking pi ice dl the time as part of this process It is not, 
therefore, practicable for us to give here an exhaustive and up-to-date 
account of the activities of individual banks We can only indicate 
here bricflv the main lines on which diese dibits are proceeding, 
giving a few particulars of operational pohey purely for illustrative 
purposes 

24 Bioadly, the direct financing of cultivatois by the commeicial 
banks has taken die form of crop loans, mainly for the purchase of 
inputs required for production (such as seed, fcitihzei and pesticides) 
and term loans for various purposes such as the sinking of wells, 
installation of tubcwclls, electric pumpsets and oil engines, purchase of 
pow'er tillers, tractors, sprayeis and odicr agricultural equipment, land 
development, development of orchards, lift irrigation, etc Among 
animal husbandly and alhed activities, poultiy, dairying and fisheries 
have attracted some suppoit Some banks have selected certain aieas 
or districts for intensive efforts in rcgaid to agricultural credit, choosing 
areas which, on the one hand, au promising from the point of view 
of potential for agriculture and agucultural credit and, on the odicr, 
are adequately served by a network of then branches 111 rural areas 
Package schemes based on an area approach are being considered by 
most banks While the terms and conditions governing loans to 
farmers have varied from bank to bank and even in a particular bank 
from time to time, it has been found that loans for purchase of agri- 
cultural machinery arc generally advanced against die guarantee of 
two sureties in addition to hypodiccation of die concerned equipment. 
Odicr types of security which have been accepted include die deposit 
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Table 7 


Advances to Aorigulture by Major Scheduled Commercial Banks 

Rs Crorcs 



As 

on 28 June 1968 

As 

on 25 April 1969 


State 

Bank 

of 

India 

19 Other 
Major 
Scheduled 
Banks 

Total 

State 

Bank 

of 

India 

19 Other 
Major 
Scheduled 
Banks 

Total 


0) 

(2) 

(3) 

(4) 

(5) 

(6) 

Direct finance 

0 93 

8 32 

9 25 

5 49 

22 73 

28 22 

Indirect finance 
(a) Distribution of 
fertilizers and 
other inputs 

2 97 

7 96 

10 93 

74 33 

13 73 

88 06 

(ft) Loans to state 
electricity boards 







9 81 

9 81 

(c) Other types of 
indirect finance 

3 76 

1 71 

5 47 

8 40 

6 87 

15 27 

Total 

7 66 

17 99 

25 65 

88 22 

53 14 

141 36 


Agricultural Finance Gorpoiation Ltd m April 1968 Registered under 
the Companies Act, 1956, the Corporation has an authorized capital 
of Rs 100 crores Initially, a sum of Rs 10 crores has been issued out of 
which Rs 5 crores has been paid up 

27 The objects of the Corporation are the financing of, or assisting 
m the financing of, the following activities 

(a) mechanization of agiiculture and agricultural operations , 

( b ) processmg of agricultural produce and industries connected 
therewith , 

(c) construction of warehouses, godowns and silos, and of buildings 
and structures for storage, preservation and protection of agri- 
cultural produce and material lequired for agricultural operations , 

(d) transport of agricultuial produce and other materials required 
for agricultural activities , 

(e) construction of markets and other works to promote the sale and 
distribution of agricultural produce , 

(/) promotion, establishment and maintenance of food industries , 

(g) production, supplv and distribution of agricultural produce , 

(h) production, supply and distribution of fertilizers and pesticides 
and ploughs, tractors, machinery, equipments, tools and implements 
of all lands required for agriculture , 

(1) purchase, sale, breeding and rearing of hvestock and animals , 

(j) growing, improving, preserving and maintaining of forests, forest 
products and other forest wealth , and 
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deposit poti nil'! is well is tlu uulit nulls wliuli thev tluow up call 
for e\tnsi\i I ul. tus ol 1 1 edit and bulking m in my p.uts ol the 
ciitnun 1 a m at the untro vt wlmli eomimrual hank ollices h.nc 
been o,u md, tlu lr i<>K m dupe using eudit h is In ui liaidly as impics- 
mvo es tlu .r cl'ioii. m mobth’mg d< posits so tint, m the risult, time 
h is In eii ; in t out Pom ol n -mill i . Iiom the l tnal seetoi 

t o Me vnv.hde, it u va uiuuu aging sign that, partly as a i espouse 
to the j/ossibihtics opuud up bv the .tguiullur.il brraktluough and 
p lrlh i> i risult of de\ i lopnm its lssoeiilnl with soetal (ontiol, the 
i onunrii i d bmls ire Inclining to slum an appreciation of then 
potenti .1 eontubmion to rural uulit md b inking '1 lie o\erdl sliort- 
lge oi ri ouries on tin one h mel md tlu m ul to contain inllationaty 
pre-sxi'n s on du otlu r m vl c it more linpoi t mt th m e\ t i th it out mgs 
out of r. mg rm d n eomc> should be promoted and that this growing 
dept, it pot* ,.nd should In lulls t ippul Vs t coroll try to this, it is 
bem; rccogns ul tint limn deposits c mnot bt mobilized unless the 
bn.’s iho uidirtdc to In me production md investment in this 
He tor llu opnortumtv lor sin h It tiding on a sound and profitable 
btos is v.’dc n g a tlu mu time, thinks to the groumig modiiin/a- 
Lo i - .i d eonrm ru ill ition ol igneultun Ml this has made the b mks 
give mere i r g .bought to the me m> ol pi iving i bigger part than in 
the p .it in 1m lining grieulture 1 hi se efiorts, liovsever, .lie still, by 
md ! irg<’, 1 1 m spermunt d st tge m difhrent institutions and areas 
It is, tl irdoT, too e irlv to iv>us timr pot« mi d sigmficauee with any 
degree ol eirtitudc 1 lie commeri i il banks are also exploung how, 
aj irt from the direct fin meiitg of tile eultivator, they can help by 
md'nct liodis of lm mce through ageneies eng iged m supply oi 
mar! etii g leti.ities I! ml . are also anxious to make tlu ir contribution 
to die fii mcmg of die 1 irge and expanding infia-structure of agrt- 
culturd m tricing, proci sing and storage We shall later consider 
some of the prubluns involved m tins new .ispect of the working of 
coiiunerei d b nl s Me mu bile v.e may note here that as of today the 
achievements of conunerci d banL, m tins context arc not insignificant 
cvi u m rju.inut itive term. 
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CONSTITUTION 345 

the State Bank involved in opening, in pursuance of State policy, 
such branches as may initially be unremunerative 

(v) There should be no interference by the State m the day-to-day 
operations of the State Bank of India Nor should there be any 
lowering of the standards of sound banking. 

(vi) The State Bank of India should be responsive to the needs of 
co-operative institutions connected with credit, and, especially, 
marketing and processmg Its branch extension should be co- 
ordinated, and wherever possible positively associated, with the 
development of co-operative credit, from the point of view especially 
of die provision of cheap remittance facilities Particular attention to 
this aspect should be given at the sub-divisional level, especially m 
those states m which the co-operative movement is relatively 
undeveloped 

(mi) Special airangements for training should be made for the 
personnel of die State Bank of India Besides, there should be 
arrangements, wherever suitable, for the positive association of the 
personnel with die boards of management of co-operative credit 
institutions 


Constitution 

2 The State Bank of India was established on 1 July 1955 To it was 
transferred, under the State Bank of India Act passed earher that year, 
the ‘ undertaking ’ of the Imperial Bank of India In pursuance of 
the Act, the entire issued, subscribed and paid-up capital of the 
Imperial Bank stood transferred to, and vested in, the Reserve Bank 
To give concrete shape to one of the mam objectives for which, accord- 
ing to the preamble to the Act, the bank was constituted, viz , ‘ the 
extension of banking facilities on a large scale, more particularly m 
the rural and semi-urban areas ’, the Act itself provided that not less 
than 400 branches should be opened within the first five years of the 
bank’s working The Act also provided for the constitution of an 
Integration and Development Fund to which a reference is made later 
3 On an examination of the Rural Credit Survey Committee’s 
recommendation in regard to the amalgamation of the several State- 
associated banks with the State Bank of India and in deference to the 
wishes of the concerned banks and governments, the central govern- 
ment came to the conclusion that the objective of bringing about an 
integrated banking structure all over the country could as well be 
achieved by constituting such of these banks as were willing into subsi- 
diaries of the State Bank of India Accordingly, the State Bank of India 
(Subsidiary Banks) Act was passed m September 1959, enabling the 
State Bank to take over the eight State-owned or State-associated banks 
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Bank substituting for the state co-operative bank or the central co- 
operative bank or both 

6 The Informal Group on Institutional Arrangements for Agri- 
cultural Credit constituted by the Governor of the Reserve Bank in 
May 1961. which also icucwed the role of the State Bank of India 
reached the conclusion that the bank’s record in the matter of support- 
ing 11011-credit co-operati\c activity connected with agriculture had 
been, on the whole, quite cncom aging The Group did not, however, 
consider the State Bank a suitable agency to be entrusted with the 
rcsponsibihtv for pioudmg transitional ariangemcnts for agricultural 
credit 111 areas charactenzed by the relative failure of co-operative 
credit The main directions in which the Group envisaged that the 
State Bmk would play its role as a financier of the rural and co- 
operate e sector were the following 

(l) provision of working capital requirements for piocuicmcnt of 
foodgrams , 

(u) extension and c\p uision of credit facilities to cover, in an increas- 
ing measure, the needs of various types of non-credit co-operatives, 

(m) working gi actually towards eiisming that lending policies and 
procedures at different levels of the co-operative sector are in 
tune with the requirements of sound banking, and, for this purpose, 
maintaining close co-ordination between the Rural Credit Depart- 
ment of the State Bank and the Agncultural Credit Department of 
the Reserve Bank 

The Informal Group also welcomed and supported the experimental 
scheme which had been formulated and put foiward by the State Bank 
for establishing selected pilot centics to identify and fill the gaps in 
the provision of credit for production and development in the rural 
areas 

7 We would, at the outset, emphasize the significant position of 
the State Bank of India and its subsidiaries 111 the country’s commercial 
banking system These banks in the public sector together account 
for about 30 per cent of the business of all the scheduled commercial 
banks This may be seen from Table 1, which shows the comparative 
data as at the end of 1967 and 1968 

Branch Expansion 

8 To start with the aspect of branch expansion, the State Bank of 
India opened 416 branches under its first expansion programme cover- 
ing the five-year period from July 1955 to June i960, as agamst the 
statutory target of 400 branches While most of these offices were opened 
at treasury centres, 274 of them came to be located in semi-urban and 
rural centres, 1 c , places with population below 25,000 
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Tsdlb 2 

Progrlss of Branch Expansion Programmes 

j\ o of Opened 

Centres until the 

\ppro ed end of 

1968 


1 e t to be 
Opened at 
the end of 
1968 


( 1 ) 


a 

Second h\p insion Progrnnmc (Jul> 19o0-Junc 105 

19l>5 since CNlcndcd lo December 19o9) 

Third Lxp insion Programme (Jahuipj 19t>4— 319 

December 19o0, since extended to December 

19o9) 

TOTAL 104 


3jin-.i_r.rj 

hirst Cxpuision Programme (Jul> 1900- 221 

June 1%5) 

Second Expansion Programme ( Jul> 1965- 1G1 

Jure 1970) 

total 300 


{ JL 

116 

259 


•105 

223 

116 

369 


fb 

19 

60 


79 


1 

10 


19 


(In addition, die suLudiarj banks had opened 109 branches outside die expansion 
programmes b> the end of 19W1 ) 

that 6o per cent of the offices of the public sector banks as at the end 
of 1968 were situated in rural and semi-urban centres with population 
below 05,000 A year earlier, 1 c , as at the end of 1967 for which ready 
data are a\ailablc, over one half of the scheduled commercial bank 
offices located in rural and semi-urban centres were those of the public 
sector banks 

T VOLE 3 

Population-wise Distribution of Outces iv Indi\ of the Puduc Sector Banks 
(As on 31 December 1960) 

State Hank of Subsidiaries Public Sector 

India Banks 

Population 



Category 

j\o of 
Offices 

Percen- 
tage to 
Total 

jVo of 
Offices 

Percen- 
tage to 
Total 

jVo of 
Offices 

Perccn 
tage to 
Total 


(1) 

(3) 

<3) 

(4) 

(5) 

(6) 

(7) 

Metropolitan cities 

10 lakhs 

110 

7 

28 

3 

138 

6 

Other cities 

and abocc 

1 lakh to 

192 

12 

125 

15 

317 

13 

Towns 

10 lakhs 
25,000 to 

369 

24 

138 

16 

507 

21 

Scmi-urhan centres 

1 lakh 
5,000 to 

761 

49 

468 

57 

1,229 

52 

Rural centres 

25,000 

Below 

5,000 

115 

8 

78 

9 

193 

8 


TOTAL 

1,547 

100 

837 

100 

2,384 

100 
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ornaments or pledge of gram and seeds Another incidental facility 
is the issue of drafts to a maximum limit of Rs 5,000 So far, most of the 
offices opened hate been able to atliact deposits of ovei Rs 1 lakh at 
each centre, while tile progress in regaid to advances has been relatively 
slow 


Finvncing 01 Co-oPLRArivns 

15 The activities of the State Bank of India in the sphcie of rural 
credit fill into two separate but mter-i elated fields those concerned 
with the financing of co-opuatne institutions and those pertaining to 
the provision of credit to individual cultivators as also to institutions 
other tli 111 co-operauv es which opetate in the agricultuial scetoi To 
consult 1 the former first, while the ReservcBmk as the Central Bank 
of the country refinances slate co-operative banks and, through them, 
the central co-opcritive bulks m respect of credit for agricultural 
production, the facilities extended by the State Bank to these banks are 
often in the nature of short-term accommodation foi normal banking 
purposes, sanctioned against government securities 01 by the lediscount- 
mg of bills It is in regard to the financing of co-operative marketing 
and processing that an important role has been envisaged for the State 
Bank both as a source of supplementary finance to co-opcrativc banks 
and, in certain circumstances, as a direct lender to societies engaged in 
these activities Lately, the State Bank’s part in financing the procure- 
ment operations undertaken by the marketing societies on behalf of 
the state governments has assumed large proportions Another 
important activity, also of recent significance, is the financing of co- 
operative consumer stores The assistance rendered by the State Bank 
of India to the co-operative land development banks mainly takes the 
form of contribution to thur debentures floated and of interim accom- 
modation granted to them against government guarantee Rural indus- 
tries organized on a co-operative basis are also to be financed by the 
State Bank but such finance has been limited in quantum as this sector 
has been traditionally served by the industrial co-operative banks 01 
other central financing agencies and by certain special institutions such 
as the Handloom Board at the all-India level or analogous organizations 
at the state level We shall now give some details of the role played by 
the State Bank in each of these directions 

Apex and Central Co-operative Banks 

16 In order to assist the state and central co-operative banks to 
maintain the necessary level of fluid resources and facihtate their day- 
to-day operations, the State Bank of India provides them with loan or 
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applicable to marketing societies For instance, the main types of credit 
facilities provided to co-operative sugar factones are 

(t) interim accommodation, on the guarantee of state government, 
pending disbursement of loans fiom the Industrial Finance Corpo- 
ration, 

(u) advances against pledge of stocks, 

(m) clean credit facilities, against the guarantee of the state govern- 
ment, for working capital, pending accumulation of stocks of sugar, 
and 

(iz>) the establishment of letters of credit and, wherever necessary, 
furnishing of deferred payment guarantees for the import of machi- 
nery and capital goods on the security of the general assets of the 
factories and/or the guarantee of state governments 
i g The credit limits sanctioned by the State Bank to marketing 
and processing societies (other than sugar factories) on the one hand, 
and to sugar factones on the other, during the years 1967 and 1968 and 
the amounts outstanding at the end of 1968 are given in the following 
table 


Iadle 4 


Financing ov Maueetenc 

vnd Processing 

Societies 

Rs Crores 

Type of Society 

Sanctioned Limits as at the 
end of the year 

Outstandings 
at the end of 1968 


1907 

1968 


ID 

(■!> 

(3! 

(3) 

Marketing and processing societies (other 
than sugar factories! 

4 8 

4 8 

1 4 

Sugar factones 

9 l 

11 8 

1 9 


20 So fai as the margms prescribed by the State Bank are concerned, 
it has to be explained that they broadly follow the guidelines prescribed 
by the Reserve Bank to co-operative banks for financing co-operati\ e 
marketing and processing societies We deal with these in some detail 
111 Chaptei 31 on the financing of co-operatne actmties of marketing 
and distribution 

21 The Dantwala Committee on Co-opcrati\e Marketing (1966), 
which had considered ni/rr alia the question of the financing of co- 
operative marketing activities by the State Bank, pointed out that the 
progress made by the State Bank 111 this sphere till then had not been 
appreciable It was bi ought to the notice of the Committee that e\cn 
the few maiketmg co-opei ati\ cs which had been granted credit limits 
by the State Bank direetlv did not utilize those limits full) and that m 
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jG While die Injures m Table. 5 relate to the aggiegatc limits 
'lr.ciioned to the co-opcritiso 'nim, the lolloping table is ul interest 
is showing the qu liitum ot credit e\tciulcd to dillcrent types oi 
eo-oper itisc.e in 10G7 uid iqb.'l 
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clcai that, like the commercial banks (as shown in the last chaptei), 
the State Bank and its subsidiaries have been investing in urban areas 
a large portion of the deposits raised at the rural centres and a certain 
portion of those raised at the scmi-urban centres 


l VDLE 8 

Particular* or Dliosip- \nd Advances at the Oihces Surveyed 


(As on 31 March I9CG) 
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27 3 

Scmi-urban 

251 7 
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1,563 

33 9 
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175 7 

1,011 
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63 ) 

TOT \L 

144 0 

0,90-1 

29 6 

4,177 

16 9 

TRA>D TOT kL. 

1,171 0 

30,533 

95 7 

12,211 

40 1 


33 Once again, in the matter of deposits per office and advances 
per office, the rural centres came last The semi-urban centres were only 
slightly ahead of rural centres, while in the selected centres deposits 
and advances per office were far larger than those in the other two 
categories On the other hand, in the matter of deposits per account, 
the position was not materially different in the three types of centres in 
view of the correspondingly smaller number of accounts in the semi- 
urban and rural centres Again, the amount of advances per account m 
the rural offices of the State Bank of India was not much behind that 
in the selected centres, while in the semi-urban centres it was less than 
half of the corresponding average for the mral centies In the offices of 
the subsidiaries, howevei , the position was slightly different in that this 
average for both the mral and semi-urban centres was far behind 
that for the selected centres Details arc given m Table 9 

34 Wc give details of the advances made ^ centres to 

agriculturists in Tabic 10 It is seen that, fr> 
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number ol loans per office was the least in rural centres (about 5 and 1 
respectively) as against 16 and 10 m senn-uiban centres and 18 and 
2.2 m selected centres The a\ ei age amount of loans to agriculturists 
per office was Rs 16,830 for the State Bank of India and Rs 9,180 foi 
the subsidiaries Here again, the average amount of loans to agricul- 
turists pei office was the least 111 the mral ccnties, being Rs 7,900 foi 
the State Bank and Rs 2,030 toi the subsidiaries O11 the other hand, 
in the matter of loan amount pei account to the agriculturists, the 
average was the highest 111 the ruial centres, being Rs 1,710 foi offices 
of the State Bank of India and Rs 2,950 foi offices of the subsidiaries 
This, igain, lesulted ftoin the fact that the average number of loans 
per office w is much smnllti in tin ruial centres than 111 the othci 
categories 

35 \.s fu is sccuiil) is concci tied, it is iouud that 82 pei cent of 

the loan accounts and 39 per cent of advances to agncultui 1st borroweis 
vuu against the securitv of gold ornaments and bullion The relative 
linpoitano of other tvpis of securitv mav lie seen from the lollowing 
table 

1 emu It 

I in s es 1 1 Vimeru lei Vi.kici cn kims — isrci uns-uisu dki' \k up ot- Nijmucr m- 
Venn sts vsn Viount or \m \scls 
1 Vs os it M men 1906) 


Amounts in lakhs of rupees 
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Subsi- 
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Stanly 

Slate 

Hank 

Subsi- 

diaries 

Total 

J51 

180 

j31 

Food crops 

12 35 

7 09 

20 23 

13(1 

G5 

203 

Ollier crops 

Gold ornaments 

10 50 

3 99 

22 49 

10 109 

1,002 

1 1,171 

anil bullion 

00 02 

7 53 

67 55 

5 

— 

5 

Guarantees 

0 03 

— 

0 03 

- 

17 

17 

Real dUIc 

— 

2 1C 

2 1G 

1,773 

021 

2,394 

Others 

12 95 

17 GO 

GO 5 5 

12,730 

5,005 

17,021 


133 03 

39 17 

173 30 

While 

the figures 

in respect of the Stale 

Bank’s 

advances 

to agu- 


culturists against gold ornaments given above relate, as on 31 March 
1966, to its offices covered by the survey, the total amount of such 
advances made by all its offices as on 31 December 1968 stood at 
Rs 168 lakhs and was spiead over 20,297 cultivators 

Production Credit 

36 The financing of agricultural production direct by the State Bank 
did not begin to assume significant dimensions till recently Certain 
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survcv c uucd out bv tin Slate Hank ot India (to which a ldeiuicc has 
hem made i irlicr m this chapter) rc\e\ihd that only j. 2 per cent ol 
the loan accounts of igiicultunsts were against the. secuntv of food and 
other crops Velv uiccs ol this t>pc to agriculturists amounted to 
Rs jj 72 1 ikhs uul formed 2 \ 6 pci cent ol the total advances made 
to them cs on 31 Mm.li iqtiG bv the offices ol the State bank and Us 
sub'idiancs me! covered bv the sttrvev 

39 It miv be’ recalled that, 111 pursuance ot the iccommeiidatioiis 
of the llur ll Credit Survey Committee, a chain ol vv alehouses Inis come 
to be csl lbh'hcd in tin countrv ’I In State bank ol India lms been 
lending considerable support to the warehousing se hemes and, fiom 
December 1037, miking idvnncea against w .11 chouse receipts AIoic- 
ovci, cert 1111 st itutorv piovisions such as those lclaling to the lepre- 
<cnl ition of the St ite b ink on the* bo nils ol the National Go-opci alive 
De v e lopim lit Corpoi ition uul the e e mi al and state warehousing corpo- 
1 i -ns, .ls iho the Stvte bank’s parlu ipation in the sliiic capital ol 
tl e -< institutions, have e 11 iblcd the b 111k aetiv civ to associate itself with 
the v. irchousing scheme' One of the important considerations which 
the bank 1 ceps 111 view in selecting places to open branches is whctlui 
the centr tl or 'late warehousing corporation is running a warehouse at 
the centre Particulars ot adv mces made by the State bank of India 
and us snbudnries ig 1111st warehouse icceipts since the year i960 are 
given 111 the following table 
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Of the above, the limits sanctioned to agriculturists alone against 
warehouse rcrcipts and tin amounts outstanding in these limits as on 
31 Dec< mber 19G8 amounted to Rs 29 lakhs and Rs 13 lakhs respec- 
tively for the State bank of India and Rs 13 lakhs and Rs 8 lakhs 
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agreed lo sanction for tins purpose to state co-operati\e banks Accord- 
ingly, the State Bank indicated Us readiniss to finance the state govern- 
ments against hypothecation of fertilizer slocks up to Rs 30 crores In 
addition, the State Bank, like other commercial banks, has also been 
financing the private agencies engaged in the distribution of fertilizers 
The details of credit extended by the State Bank and its subsidiaries 
to the state gosernments and others for financing the distribution of 
fertilizers and other inputs are gi\en in the following table 
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Mate Dank of India 

Subsidiaries 


banchotud 

Limits 

Outstandings 
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Outstandings 


(i) 

(2) 

(3) 

(4) 

Stale Government* 

5 00 

3 55 

— 

— 

Otlicn (including co-operativ u and 
private jgencics) 

1J 58 

5 JO 

8 51 

5 93 


Agro-Industries Corporations 

47 Agro-industries corpoiations in sl\ states aie said to have 
approached the State Bank of India and its subsidiaries for refinancing 
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OTHER RURAL CREDIT ACTIVITIES 369 

(1 u ) As the objective of the scheme was to fill in the gaps and in- 
adequacies in the woiking of the existing credit institutions, the 
pilot centre would not replace any existing government scheme or 
any institution , it would only act as a supporting institution and as a 
transitional measure, till the appropriate institutions gamed enough 
strength and viability 

(lit) The scheme would be carefully co-ordinated with the overall 
progiammes of co-operative credit generally and with the working 
of the co-operative banks and societies m the area in particular 
(tv) The scheme would be concentrated in the areas which were 
relatively more responsive and where the provision of credit by the 
bank would result in the greatest benefit to the ruial community 

50 In pursuance of the last-mentioned consideration, the State 
Bank of India addressed the Government of India, the state govern- 
ments and Registiars of Co-operative Societies with a view to selecting 
the best possible centres where complete co-ordination could be 
achieved with the existing programmes connected with intensive 
agriculture and small scale industries Rephes came from only six 
or seven state governments and even these were rather luke-warm 
Some of the state governments were not prepared to assist the State 
Bank to the extent considered necessary by the bank while a few 
others were reported to have stated that co-operatives should have the 
monopoly of dealing with matters pertaining to the development of 
agriculture and that, therefore, there was no scope for the activities 
of the State Bank to expand m this direction Some other state govern- 
ments preferred that the State Bank’s finance should be routed through 
the co-operatives There were also other difficulties such as those 
connected with uncertainties in regard to the supply of inputs, lack 
of soil testing facilities and inadequacy of technical staff for supervision 

51 One of the earhest experiments made by the State Bank of 
India in providing direct production credit for cultivators relates to 
the financing of a partnership firm engaged mainly in the production 
of hybrid seeds, cereals, cotton, oilseeds and vegetables Initially, 111 
1 966-7, the firm was granted working capital finance of Rs 3 25 lakhs 
to meet the requirements of 600 acres of land With the experience 
gamed in the first year, the firm was encouraged to undertake a bigger 
programme in the subsequent year, 1 e , 1967-8, when the bank granted 
it working capital finance of Rs 5 lakhs to cover 800 acres of land, 
medium-term loan of Rs 3 lakhs for provision of irrigation facilities 
and an instalment credit of Rs o 57 lakh for purchase of tractors The 
firm undertook a more ambitious programme of agricultural develop- 
ment on over 1,400 acres of land during 1968-9 and correspondingly, 
the loans granted by the State Bank for its working capital (including 
finance for marketing and processmg) and medium-term requirements 
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(y) transportation and construction of godowns and warehouses 
where these activities form part of integrated schemes of agricultural 
production , 

( vi ) marketing of agricultural produce, 

(vu) special farming activities sucli as (a) hoiticultiue and orchaids 
and ( b ) animal husbandry, cattle breeding, dairy farming, pisci- 
culture, piggery and poultry farming, 

[vm] plantation crops, 

(iv) manufactuic of agricultural inputs such as ti actors, pumpsets, 
oil engines, fertilizers, pesticides and agncultuial implements, 

(v) purchase, storage and distribution of agiicultural inputs such 
as fertilizers, pesticides, seeds, tractors and othei agricultural 
implements , 

(vi) financing of joint stock companies for undertaking agricultural 
operations, and 

(tit) financing of agio-industries corporations 
5 {. The direct ad\ ances made by the State Bank of India and its 
subsidiaries undei some of the recently formulated schemes aie gi\en 
111 the following table 
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55 The State Bank has ci eated Agncultuial Credit Cells at each of 
its local head offices as also at the head offices of subsidiary banks and 
in areas where special progiammes are proposed to be undei taken 
Alongside these arrangements, the bank has undertaken steps foi 
the training of its staff and for employment of suitable technical 
personnel 
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operates m close co-ordination with those in charge of the co-operatives 
in each state have been moie oi less satisfactorily tackled Machinery 
has been built up for consultation and co-oidination The co-operatives 
and die State Bank are increasingly undcistanding each other To some 
extent, the degree of assistance derived from the State Bank was limited 
by two factors other than initial difficulties of procedure The first of 
diese was that the total dimension of ciedit involved in co-operative 
marketing and piocessing was itself, at die outset, relatively small and 
could by and large be met by the co-operative banks themselves, 
assisted by the funds available from the Reserve Bank Secondly, there 
was an understandable reluctance on the pait of co-operative banks 
to pass on to the State Bank such business For one thing, it was a 
comparatively remunerative and secured type of credit and, for another, 
it was intimately connected with production credit More recently, 
however, the demand for funds on account of the distribution of ferti- 
lizer, procurement operations, co-opeiative marketing, distribution 
of consumer articles and so on having tended to increase fast, recourse 
to the State Bank foi accommodation foi these purposes is corres- 
pondingly increasing, sometimes directly by the societies concerned 
and in other cases through the co-operative financing banks 

58 The other aspect of the State Bank’s contribution to rural credit 
relates to the financing of agriculture, either directly or through 
agencies other than co-operatives, as also the financing of various acti- 
vities alhed to agriculture Our review shows that the contribution of 
the State Bank in this field, though increasing, is not yet significant 
It is true that the task of providing ciedit direct to the cultivator was 
not specifically assigned to the State Bank in the framework of policies 
embodied in the Rural Credit Survey Committee’s Integrated Scheme 
of Rural Credit But the whole tempo of agriculture has changed since 
then and it would only have been appropriate for the State Bank to 
take up a pioneering role 111 this field m response to credit requirements 
thrown up by the Government’s production programmes as it has, in 
fact, done in regard to small industries Indeed it was in anticipation 
of the next important stage of its evolving role that the State Bank 
formulated its Rural Pilot Centres Scheme of 1964 of which cogni- 
zance was taken by the Informal Group Had this scheme made bettei 
progress than it did in the years which immediately succeeded, it 
would have helped not only to meet some of the requirements of rural 
credit but, more importantly, to provide experience which today would 
have been of immense use to the State Bank itself in the more active 
role it is now prepared to assume m the agricultural sphere The record 
of the State Bank in regard to this scheme was initially disappointing 
but some of the more recent developments, as we have shown, are 
encouraging and reflect a new mood of earnestness On the one hand, 
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CHAPTER II 


GOVERNMENT FINANCE 

'lo gi\e louts lo culm ators levs long been lccogmzed in tins count! y 
to be an unnoidable, e\en if mappiopnatc, function of government 
Legal ptouston foi the pm pose was made in the Land Improvement 
Loans Act ol 1883 and the Agricultui ists’ Loans Act of 1B84 Taccavi, 
as u is called, has surtaxed all efloits to confine it to famine and similai 
occasions of distress It has expanded oxei the yeais in scope as well as 
quantum 111 response to the growing demand for credit arising from 
the \ mous igncultuial pi ogi amines Theie has at the same time 
been m increasing recognition of its limitations Not only is govern- 
ment machinery unsuitable but goxernments do not have the funds 
Small 111 tin lggregau, hucau is nevertheless avidly sought wheic 
available, bemuse ol the low mteiest I*oi the same reason, it adversely 
aflccts other institution ll ciedit and, in regard to co-operatives, instead 
of filling g ips in eredit, tends lo peipetuate them 

Lien trios or Pot icy a no Present Position 

2 \aiions eomnntlees ha\e reviewed the performance of taccavi 
and made u commendations in legard to its futuie role The All- 
India Rural Credit Sur\e) Committee, which analysed the lccoid of 
taccavi, eante to the conclusion that, m practice, such credit was ‘ apt 
to be little else than the ill-performed disbursement of inadequate 
moneys In an ill-suited agency’ 1 The Committee recommended that 
taccavi should be strictly limited — subject to certain exceptions of a 
transitional character — to periods of undcspicad distress such as 
famine, scarcity and floods The Committee also emphasized that there 
should be co-01 dination between taccavi , wherever it operated and 
co-operative credit This is specially necessary in view of the low rates 
of interest charged on taccavi Where special contingencies occasioned 
the grant of taccavi loans, the Committee recommended that no distinc- 
tion should be drawm between members of co-operative societies and 
others In regard to interest rates, the Committee thought that, as fai 
as possible, there should be uniformity between taccavi loans and co- 
operative credit Where, however, government desired to advance 
loans for special purposes at low rates, such concessional finance should 
be made available through co-operative institutions This approach to 
taccavi was broadly consistent with that of many earlier committees 

1 Rural Credit Survey Report (T he General Report) Volume II, p 109 
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l ' Buring i Kw exceptions, eo-opei allies should be accepted as 
the institution il agenei to pio\ide agricultuial credit and the 
h spoiisibiht\ to piovide tin. entiu fin mee lequned by agriculturists 
foi normil pioduetion and land inipio\unent purposes should 
lx truisfemd to co-operatives iccoiding to a phased programme 
Win. n tin co-operatives become the sole agency to pro\idc 
iridit to agrieiilturists lot noinial pioduetion and land improve- 
ment pm posts, the lunds availible with government for making 
idv atices to aguculturists should hi utilized to supplement the 
resources of tin co-opcrati\cs Such funds should preferably be 
given in the lorm of uudium-tirm loans at tin same rate .is that 
eti lrged In tin Rest r\< 1 $ ink of India and touted through the state 
co-opt ratne h inks 

c) State governments should continue to make budgetaiy provi- 
sions for ach liicing long-te rm lo ms to agi it ulturists for such purposes 
is hue been tr uisfcrrtd to the land nioitgage banks and use such 
provision, lfter meeting the requirements for managerial giants and 
other subsidies, prnmrili lor supplementing the medium-term re- 
sources of the co-operative structure, and foi meeting the shoitage 
of interim fin nice experienced bv co-operative land mortgage banks 
and for purchasing debt mures floated by them, where necessary 
5 While generally lecepiing tlu above recommendations, the 
Government of India spelt out some of tlu decisions as follows in a 
circul lr to the state governments in September 1963 

Firsdv, emphasizing tlu need lor implementing the poluv of routing 
taccavi loans tlnough co-oper Hives according to a phased programme, 
the circular indicated that, while 111 certain states like Gujarat or 
Maharashtra it might be possible to adopt this pohc> in all the 
districts immcdiatclv, the approach would have to be selective in 
other states and based on the strength of the co-operative movement, 
an efTort being made to cover the entire state within a period of 3 to 
5 >cnrs Care had to be taken to see that the districts selected had a 
strong co-operative structure and widespread membeislnp, with 
reference to certain criteria which were specified 
Secondly, in states where the land mortgage banking system had 
gamed considerable strength, long-term taccavi loans by government 
might be discontinued except for certain pui poses which these 
banks were not in a position to finance and the available funds 
should be routed through the land mortgage banks In other states, 
a purpose-wise and district-wise phasing will have to be adopted 
Thirdly, the saving to the state governments on account of expendi- 
ture on administering the taccavi should be borne in mind 111 fixing the 
rate of interest that government should charge for funds made 
available to co-operative institutions The state governments might 
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oj sxeaddE aiaip C jaqxca panopuam suonEiimq aip jo AiaiA nr Eiup asaqi 
oi paipupB aq lomrca iq§ia<\\. qanui qSnoiqp sjua \ jaqrea ipiAY 
pajBdraoa sb ‘ejejo^j pire qsapEjq Bjppuy m auipap b pire qsapEjq 
jbiiq ptre qsapujq EXqpBj^ ‘reqip m asBajam ire Aioqs g-£g6i joj 
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It w , ! r i < ! t ,i i ir Hi in <» j ■ r < rnt «>1 the i nit is atm households 

t ,trd < ** .>■.( ’< . to , ii.< j, m, rnt while the *h uc ni the govcin- 

t ,. 5 .1 c *« ! 3 < ! tl > < n'M riu'i.. • !* m > «>wed to ill i t ;riu ir . w.is >j r , 
, rr , • ,,t 1.. < i. • ! ti d.r j n j i it.on in ir jirit ol nul t, indiums to 

<•1, .?,■.» 1 h, . 3 . ,n il.it :< r 1 < imwim , ulicrtnu; perhaps 

1 r j ,r , i i i 4 j ,r,i,r i, u,* i , ] * • r 1 e p i\ mriiti 1 Inis ihout 20 
c cr i . j 1 , t oh. i*,. r 3 < i el « Id* in \\ r »l Hen.; ll mil i j per cent 

■ I - < M 1 u ,,},i i jcj« ur»i i ui I imliiu; loin. to p.ns eminent, 

1 t,, i r it r ic \r . nt n .tiiii , i J |J,r if vpei live r l lies being 

it , , ct , c i 1 1 „<» , j r r . rot 1 l,r mi,n M ite , w hr ie the share o| 

Ir < ,oi, o.i* ,i. t, r t<til < uin u,di ,a lour, wi, ,u;nifu mt were 

\ . i ] o, , i , t i l « 2 j n tent, 

• s • " ' ‘ !,< m 511 , „ ti.e ', e w 11,01-2 wne eollCUIlcd, 

" > \ 3 . R } 1 ; M.ii I,,,r i,i rni Suite. showed that, com- 

>w i ! ; . , , i " r ' ri i t , ii,e , < .rmnieni !o in, were uisifpu- 

' > * ■ , ’ >,,».«> j rr »o,ii < | ti r i ornate l-mrowmvs during 

’o,o ; J 1 o t , - , t ,i, o j . „]j). ,t< r !,< i cl o’iK jrj nr l in ; 1 m townies 
' > i ! o > r, ■> o,,i < , i, , o 3 ri ir), i Ui now me , from the 
<>o r, ‘ < ,r., I'.r ,c , ,s < i r mi] • rl ml mils m M ill it isliti l 

>' r 0 !’ r , ,fir J0J , l|n| ) . j ,! J rj ernl <>| llje eultll llor households 

. ‘J oi Vi, *i , , » j o; coni < l tl e ,rr/ ite I orrowmr*. In West 

*'e , ] , i; c , j , j , j of i n,( < j t nil i Hi r 3 mi ehohl . reported bor- 

• > , , >r -< >n ,)o,t ti r I? it o t f i.i li lo in, in the total borrow - 

, o < 3 « t j o, fotit In M\ i re \ mi »nd ()m i, die propor- 

» ■ ,i * 1 j, r, i \ w ml r i, ir • ite l.or low in-; > w it 0* i prr tent, 

5 1 1 rj r o nt t (3 5 -* j r r i rnt ro j oi ntel . , while in the ren ofthe it ilrs 

t o j o j , j t , j t ir tli in l)Oi ml 
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i" Oi r i j ti,r cr.m di i.sh ir#.. (ft, j rel iled lo tlie Mil, ill si/r 
* $ d r ’o n I i.r ,j»r< i d iiudtr , niio hm, pterin i rcdil cmidiu ted lor 
lie O n.initlor h, die I)i i inn of Rural Surtett of the 1 lonomic 
IJoj, iriin rut < f d.o Rr rite 1 ! ml ic\c tied lh K, in one fnluhi in \ndhr.i 
l'r uir n, lo im for uui.hrlow R, p»n lerounlcd for r ,i ptr cent of the 
tf/l d munher of !o in. i ur<| m 0, and lie irl> <) j. per eent of the 

'o im terr of iii.oimit helow R, 700 i 1 liere were no lo ms for .imoinilu 
exerodin^ R_, j,ooo ) \ > unjile of 37.* Incan t loans 111 another taluka 
in I mill .N idu durmj; (hr sens njh{ { to \<j 6~ r 6 showed that 3.3 per 
icnt of the told timnhri of loans werr httweni l^s^oi and Rs 1,000, 
i() |*rr rent wire hetween Rs 1,001 and R, 2,000 and 22 pu cent 
hrlweeii Rs 2,001 and R> 2,", 00 I 0,1ns fsindiiif' Rs r )( ooo foininl fi 
per rent of (hi total miinlii r 



3 j nS pj ‘qjtAY paqduioa aq oj pajmbaj ojb qanjAY ‘sanquinjoj jBJupaaojd 
‘{jESsaoauun uajjo ‘XpSuaj ap pot: notjEztjEJiuaoap jo qouq; Si 

icfrujoj puD sfop ( 7 
jjjbu Sutpjjs ajojaq 

qjo^ aqj ttopUEqE oj pcq ooj aq jnq ‘sSuiabs uayo stq uiojj oo?‘S sy 
jo tuns jEnoijppu ub juods asodind aunts aqj joj ooo'i sy jo uboj b 
paAtaaaJ osje psq oqAY J 3 Atoxioq Japouy uayo srq jo saamosaj ou puq 
pq ptrc ajunbapu uiojj jbj sbyy treoj ap sb jdjbay gurjijjs oiojaq qjo-A 
uoqcAEDva dojs oj paajoj seay jjoay ayou b Sunjuts joj ooo'i sy jo uboj e 
pajutuS uaaq puq oqAY jaAYOuoq invoov) b ‘npEjsj jitUBj, m vynpt b uj 
000^ sy oj ooo'S sy uiojj paStrej jaaqAY uEisjad b guqjBjstn ptrc 51 Sui 
-janJjsuoa joj paimbaj juuouie atp suaiaqAt ‘ssaj jo ooo‘ i sy sbay sjbayoj 
- joq cdy jo jno £££ sb Xubui se ui jjaAY Xjuosbui b jo uotjanjjsuoa atp 
joj uboj jo junouiE aqj jEp qsapEJj jejjjj tn pryi] auo tn punoj seay 
ji ‘aamnsut joq uaAtS ajB Xap qanjAY joj asodmd aqj joj ajEnbaptuu 
aq oi punoj uayo ojb suboj \nmov) ‘azts jjbuis jxatp jo ayoly u j z i 

sjaagjo juauidoja \ap qaojq atp jo 
sjaAtod SutuoqauBS atp uiqjtAY jjaj qanjAY suboj jo jaadsaj ut auius aqj 
ajaAV pauopauES jbijj pun joj paqddB junouiE aqj ‘sasua jo XjuofEtn atp 
ut ‘}Etp paAtoqs qatqAt Xpnjs atp Stump pajaajjoa suboj og£ uo Bjnp 
atp uiojj ajqupB vb aq oj pajBjs seay pjuSaj sttp ut uotjEturguoa japjnj 
aSjBj sbay * oja ‘ jjoay ayou b SuiSSp joj pajtnbaj juuouib atp qBnoqj 
juuouib jjeius b joj ‘uosboj attres atp joj ‘paqddu Xaqj jEqj pajBjs 
paAtanuajut sjaAYOJJoq pajaajas atp jo jsoj^ urcjqo oj aunt jaSuoj 
b aqBj pjuosY ‘juauqjBdaQ anuaAa-y; atp Xq panouauBS aq pjnoa qarqAY 
‘suboj jaSjBj atp jBtp ptuyc ajaAY Xatp sb ‘jaatpo juatudoja Yap qaojq aqt 
‘ zly ‘jaaaj jsoayoj atp je sjBtaqjo atp jo sjaAtod StrtuonauBS atp urtpiAt 
suboj joj paqddE XjjBJauaS s.raAYOJJoq xavoovi jBtp npu\r juub^ ui vjnjv; 
auo ut jtpaja uuaj-Suoj o; SutjBjaj jiodaj atp tn pajBjs st jj asodtud 
ap joj ajBubapBut sbay juuouib atp jt uaAa ‘aajnos jsajEau ap tuoy 
ueoj b utBjqo oj ‘saauBjsttruajta asap tn ‘pajjapjd XjjBjauaS jaiujuj 
oSejoab uy juaraujaYoS ap ptre anuaAat jo pjBoq ap Aq ooo‘£ sy 
aAoqB ptre jojaaqoa ap Xq ooo‘5 sy oj dn ‘jojaaqoa Xjndap ap 
Xq oo?‘o sy oj dn ‘jvpjisyDi ap Xq ooo'i sy oj dn panopatres aq pjnoa 
juatujJBda(j anua Yay ap Xq suboj lauwv} tnjaj-§uoj ‘qsapBjp Bjqpuy ut 
vynp} b ut XjJBjuutg ooo'i sy oj dn jojaajjoa aqj pun 000‘S sy 01 dn 
uboj b uotjatros pjnoa jaapo juatudojaAap qaojq ap ‘jojoui atqaaja tre 
jo atrtSua po ub jo asBqajnd ap SutouBiitj joj ‘npuy jiioup ut vynjv; 
auo tn ‘aauBjstn joj suboj xavoovi jo azts jjeius aqj joj suosboj juEjJodun 
ap jo auo st asodnad auius ap joj sjunotuB juajaptp SutuoqauBS 
joj ,XiuoipnE ap 01 pjuSaj ut juatuaguBJjB juapajEJap aqx 1 1 

svvoj fo £ovnbrpmij 
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in m ** l. i n dd* d*!avs in getting / « < • . / Iuiix loi nisi inn., the 
'] rv i d 'Un'in i,i tn long- to in m dll i< lu ti d to i irlti r rev i i led ih il 
the ! i : 1 ilvnni the d itr of ipphe ition mil dale ol disbursement 
i i i c j r t : » I , , , i !o in' during d in the /aV,,n ol vaumis st lies 
wl cir d r c n.u rv wru * ondiu t< d w i* between $ and t> uuintiis in 
t' r i r < T 7 > j ■ r vent < | die ipphe itiom in l ' 1 1 n l'r nlesli, jl] ptr 
if ,i n i i.. 1 \ i.u, s , pn ient in M ill n tvlitt i md pel cent in 
i i; , 1 ’, dr h >i,(,i de!iw. mil t lie nu<*menuiKC to t lie fartnei 
si ill tie n,v i I . r ,i.e r.jc in tmn to livoiiritism md lorruption 
3 *j 1 ! r d, d.oa i tl tli it in two t>r tin* tie is when tin uitpuncs 

1'tl lif.l lit, ill* 111 die unoinil ot dir In ill 111 tin* liiml> ot till. 

1>i ruin' v fi ; 1 i r nth red l>% the diet; d p tMuent > th it had to In 
... d.r 1,1 I I , d I r ,t w i. llitoun dh nndri Mod th it stuh JJ i.\ - 
. r . » • lit i l the !<« m were i ot uut ominon loi i \pi ditioiis 

Ci . i r '*' * I)* *!,e Kc.nuie l)i p irtment In the vtudv in tin. otln i 

•r i )• , -r ( ' i rd tl it nut of l ^ i ; hoi row* rs *i h ( led, o»l\ 

’, tl ... i.r i, Jh N d pi.mrntv one «>t them w is m inllueiUi d 

t ' i , ,i .'.f .. i ;e .slide « nthn i \im not .silling to lurnnh am 

a VI d e r, ,n ,:i n • 1 1 pei nm \.i h t ited to Ii i\ e m uli 

j i* f i s , • in i i 1\% ,o (o K\ i -,o (nr in. omit* ol t< u,i ; ranging 

, i \ j < > ,<> U. { ,* • It .s >s lurther n port' d th it in ill c.isis 

n.r.r i , p ,, n • nrre mid* the sill ip u fount nit tool, tin 
, <* , • *i Lrh It < 1 him < h i d o <>l tin .uliordui ite olhri ils ol tin 
\<~. r’ , r I)r, irtl r t 


’f 1 ( e 1 i 1 ol rtTei n.e upt ivi-nm «>\ * r the Mill/ ition ol tin loans 
i ml er*»f tlm .,rl!-5,i o\.»t t«* tine sc i ol loam It w ls observed 

in t' e „ti d. report o i one ot the di.trict* in M th uashtra tli.it, in the 
m\rt. to fullil t irget , dm objective seeiiu d to In to dishtusc tin 
entire it, omit of the gruit hriore the rlo.e ol tin fin mu.tl year rath* i 
di a to r i me th it the unouiiH gi mt< d * oiiliibut* (1 tins trtls inucasi d 
prodn* tot In o e * j m 'l innl N ulu, it w i • notu etl th it works lor 
..h eh ’<< t h id hern gr mied io sr ir. igow<r< still pi nduig i omjili - 
t on 1 1 e fol , ,,..in r i \ir rt from the study rt port on out of tin distru ts 
ui I md N *l'i i . of inti re <t in till ► *-*mneM*m 

"Jhe inform d lomnunt of n .pomihh ollu i ds both at the tnluka 
oil < < and the lollrelor'. ollu e w is th it tin olhcinls con- 
e< rn<-d with tlm mi turn <>l hunui loans i u.ur* d th it tin. allotmuits 
wrr< pint md tin lugit. u hn vi d and th it ‘ m tin midst ol othci 
..or! h id n<* turn to look to tin unh/ ition side ’ OlhuaLs utilized 
tin allotuu m . fulh o as to avoid tin li.t ol hung called inelheient 
\u import ml nllnitl in du olh<< ol tin. disiiiol aguuilluu ofhcu 
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, sasocLmd Suissajd joipo oiuos joj pazqnn aq 03 quo 
uaqm sdeqjad ajau sucof ‘sasro aqi jo (urn uj ^<rc 3 aip jo 3 iuos ui 
uorj^zquu-uou joj suoseaj auanuaS aq 03 pajjodaj ajan ‘ 33a ‘)U 3 ui 3 > 
aqq spauaamujo XaqiqrpeAe-uou pur juaurujaioS pip Xq pauonoucs 
aunoiur aip jo Xornbapruj sasodjud pajiqndijs oqa joj )uno3ui 

3 ip pazqnn aou prq sr Xueui sr ‘utqq pjujx a 3 p jo sjcai aajqi 
3 SJtj aip pur suejq puooag put; jsjtq aqi in saauojjoq £ 6 r‘r.i aip jq 
ajqupcAU ojpav rarp qoiqw joj urpj jra_\ a\tj pjujx aip jo 'Jcoi S 
jsjy aip ui prq Xqrnba stai uomsod aqx sasodmd pairpidus 3 ip joj 
sSuiMOJJoq aip azipan 30U pip ‘ 3 uao jad cf Sutuijoj ‘SGc‘c sr \uiui 
sr ‘surpj acax aAiq puoaag puc asnq aip Suunp sapucoj oip 

jq pauonaires ajan suroj ipnjw joj sasodjnd aip joj pazqnn 30U 
stai sSuiAioJJoq oi [3 jo qpiq amp Aioqs spjruuo urjq jm \ 3 uj asjtq 
mop aauasip oqa ui saiuaqos aoruag uoisuoa\g jeuoijrjq pun pooj 
pjojy aiojq japun sua uojjoq aqa Xq paanoava sqjou uoneSuJi jouiui 
01 pjtdsaj ui juaun irdaQ Suiuurjj aip iq paaepqosuoa riep aijx, 

aoiJ 3 Sip aqa ui suroj lavjjv; jo uourzqiansuu aqj uo 
qsapuq jcaafT. ut aauasip auo uo aaodaj Xpnjs aip ui aprui suoqrAjasqo 
aip aji; Suiaiojjoj aqx uonnzrpansnu jo saourasui omj aaan aaaqa 
‘qsapiuj ujqpuy ui aouasrp 3; ui Apupung sunoj aip pazqnnsuu pcq 
aajqa ‘npuM purex pun njjqsujnqi;]^ ui qona aauasip auo uiojj \pms 
joj paaaaps sjauouoq 9 i oqa jo ano amp punoj sum aj suroj iiwj ’7 
aip jo uoanzipausuu aip joj a|qisuodsaj sjoaanj uimu aqa «dnqjad an 
dn-Moqoj aiqoajja jo aouasqn aip pur suroj aip jo lornbapcuj 91 

„ aagjca 

aqa qoraj 03 sr os suroj joj suonroqddr Suissriura \q paau apj 
jo aouasqr oip ut pajrajo st suro[ uwv) joj pircurap aqa jo qomu amp 
aaroipui pjno m siqx , ajnajnoijSr jo joaoaaip \andop aqa aaojaq ajnfy 
uuos r ano 03 , juuav aou pip aq sr prj anoipiu paianpr aq p[noip 
saaSjui aip arqa saaruipjoqns siq 03 pres •mro] jrjnainonaoq jo on«i 
aip 111 apniu ssajSojd aqi Snruruirxa sum ‘ai < u.\ jnojo oiun aip 11 ‘oijm 
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TACCWI AND CO-OPERATIVES 385 

per cent and 43 per cent of die demand in 1965-6 m die taluhas selected 
for study in Maharashtra and Uttar Pradesh respectively In the 
selected taluka in Andhra Pradesh, die overducs in respect of loans, 
the rcco\ery of which rested widi the Revenue Department, were over 
80 per cent as on 30 June 1966 In the selected taluka in Tamil Nadu, 
tthcan o\crducs Were not generally heavy (being only 21 per cent of 
the demand during 1965-6) but the arrears weic quite heavy under 
certain schemes Tor instance, overducs for more than four years in 
respect of loans granted under die Land Improvement Loans Act and 
die Agriculturists’ Loans Act formed ovci 58 per cent of the total 
overducs as on 31 March 1966 and a little over 20 per cent of the over- 
due loans were considered bad or doubtful of lecovcry There were 
also heavy arrears under some other schemes such as the new wells 
subsidy scheme and hire-purchase schemes for pumpsets and tractors 
18 There are various reasons for the heavy overducs Firstly, since 
taccaa loans are m many cases disbursed with a view to achieving 
targets, it is not always ensured dial die borrower has the necessary 
repaying capacity' Secondly, die loans arc parcelled out in small 
amounts which arc inadequate for the purpose for which they arc 
issued Nor is diere a proper follow up The scope for misutihzation is 
therefore large Thirdly, the staff available for die recovery of taccavi 
loans is generally inadequate Lastly, the failure of die authorities to 
take prompt action against even wilful defaulters is an important 
reason for taccavi overducs Political pressure brought to bear on the 
officials is frequently cited as a cause for die delay in taking action 
against defaulters 


Taccavi and Co-operatives 

i 9 In pursuance of the policy that all taccavi credit except diat meant 
for distress should be routed through co-operatives, a few states hke 
Gujarat have already discontinued the grant of direct taccavi loans to 
cultivators For the past several years, all taccavi loans in Madhya 
Pradesh arc being routed thiough the co-opei atives, diough the 
Revenue Department is reported to have disbursed some loans direct 
to the cultivators during 1966-7 on account of widespread crop failure 
Simdarly in Kerala, short-term taccavi loans are being routed through 
die co-operative agency Till recently, taccavi used to be disbursed on a 
large scale to non-members as well as members of co-operatives m 
Punjab, but the state government has given up the provision of such 
loans in practice since rabi 1967-8 

20 In most of the other states, however, taccavi loans continue to 
be given direct by various government agencies Very often such loans 
are also provided to members of co-operatives In Rajasthan, the 
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ajsvt (d AH Suipnpui) oiuuirjSojd sEt^orj up Siito-n up _oj ,p u , 
jip-uo sip ‘rsjrqcg puc cniunjjo sjomstp pucututoo uo\j uj -dump 
pcqrqeqg puc rujcj ‘c (cq ut psoqou vjjrjnDqjrd >r« .d npttsi 
c qong SDAqcjsdo-oo sip uiojj sucoj jnip jo jUDtiodiuoD pmv 
ijq oj SuqpAiun sjc ssAtjcjsdo-oo jo sJDqiustu Dtp 'cdcto Dtp jo rotti 
ut ‘qoiqAvjo junoooe uo ‘purj ut puc qsio ut tpoq '>rr>/ *r pDourvpr 
UDDq oaci[ <qunouic sSjcj Ajsa jcip psjjodsj UDDq scq :j >uduimp Dtp 
JO JSOUI pOJOSJJC ApUOOOJ IJOrqvi SUOqtpUOO SUIUICJ pur jqStlOjp djd\dc 
sip jo junoooe uo sjejs sup ut suoqjodord snouDS psuimcc si q ddui tip 
jusuiujsvoS jo uisjqojd sqj, soqocjd ut stqi djiisud oj ti \op pit | 
scav sjtipsooid ou ‘jusuxujoioS Aq pooucttq sq oj jou djdw sD\qr.ndt> 
-03 jo sjsquroui jcip poytosds scav jt qSnoip us 13 dduiauj rn-j 
jo uoisuojd sqj ur ssAqejsdo-oo 3tp puc juourujDioS ijijs uiDwjtq 
uoqcinpro-oo jo qocj scav sjsip ‘utcSc ‘jcqtg uj sjDtpo pur cD\ ni jvdo 
-03 OJ SJOJJUCJSp USOAVJSq puc SSAUCJodo-OD JO SJSqiUSlU-ttOU pur 
sjoqutoui U 33 AU 3 q sucoj 7/2zwzj;jo onssx 3 tp ut opcui sew uoqouqup ou 
‘urcssy uj osodind 3tp joj soqsioos oiqrjodo-oo oqj iptw tionrjjnstioD 
(uc jnoipiAV puc jou jo ssvqcjsdo-oo jo sjoqiuDiu sjd v Astji Jitpitj \ 
jo SAqoodssjJi ‘sjsunjjnoijgc oj sqoojq jUDiudojo vsp Dtp qStiojip 
pDsinqstp ojoav sucoj tavjjv) ‘sjdurc\s joj ‘jeSusq jso ^ U I ssvqcjDdo-oD 
sip jo jusurujsp sip oj sjejsdo oj sc ipns ussq ovcq ijpjjc/ 01 pjtSu 
Ut SJUSIUUJOAOS 3 JCJS Oip Aq pSAVOJJOJ SDIDqod Otp ‘jcSlIDg JS 3 AV puc 
qsspcjj Jcjjfj ‘cssuo ‘ieqiq ‘urcssy sc ipns sdjcjs duios uj ir 

(jUO SJDqUI3UI-U0U oj sucoj tjons 
J3UJS3J oj si Aoqod sqj jnq ‘sJOjCAqjno oj josnp psoucvpc ore suioj 
tatwp; ‘sjosAj\t puc cucAjejq; ‘qsspcjq ujqpuy uj jssvrcq Dtp jdjj,. 
Ajsjrrpsuiun jusutujsaoS sip oj sojca sjtsinbsj jo sonpord jcJnjjnD 
-uSc jsao pucq oj jojCAqjno sip guumbot \q pojosjjD sq oj jqSnos u 
Ajsaoos'jj srsjjncjsp jnjjiAv opnp-ss o: ‘psunrjo sew ji ‘ud'jcj sew sjcd 
‘ soucuy usaiS sjsav sjsjjucjsp SAqcJsdo-03 sjsijav uoqonpojd jrjnjjno 
-uSc PSSCSJDUT jo sjssjsjui sip in Ajcsssosu Suiouruy qons joptsuoD 
Asip ijsnjAV ui ssDircjsiunsjio m ssvqcjsdo-oo jo snquisui sc jjdw 
sc sjsquisur-uou oj sucoj uvom} jsojip onsst oj uosq setj juouiujsvoS 
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reported to have so increased as to outstrip the lending capacity of the 
central co-operative banks The bulk of financing, especially in the 
year 1967-8, was done by way of direct loans by government in the 
form of fertilizers and seeds, while the central co-opeiative banks were 
asked to provide the cash component 

22 In Orissa, the state government was providing distress taccavi 
to cultivators in aicas affected by drought, floods, etc , a sum of Rs 5 
crores liawng been so disbursed during 1965-6 and 1966-7 While 
disbursing such taccavi, no account was taken of the fact that medium- 
term conversion loans were also being issued by co-operatives in those 
areas , and cases have come to light of members of co-operatives having 
obtained both these facilities It was furdier reported that die dechne 
m die issue of fresh advances by co-operatives m certain distiicts during 
1966-7 was due to die large scale issue of taccavi loans In Uttar Pradesh 
again, die director of agriculture had issued instructions not to issue 
taccavi loans to the members of co-operative societies, but this was not 
ensured in actual practice It may be noted here that, according to 
proper procedure, a co-operative defaulter would not normally receive 
a fresh loan from his society and dns would not only drive him to pay 
up his dues but also discourage others from defaulting to the society 
If co-operative defaulters could get taccavi loans, as it happened in this 
state, this discipline is undermined, co-opei ative defaults increase and 
the flow of co-operative credit is mterrupted 

23 The rate of interest charged on taccavi advances in most of the 
states continues to be lower than that charged by the co-operatives 
In West Bengal, the rate of interest on taccavi was 6J per cent for those 
who repaid the loan in time and 8 per cent for the defaulters, but both 
these rates were lower than the usual rate of 10 per cent charged by 
the co-operatives In Assam, the rate of interest charged on taccavi 
loans was only 7 per cent as compared to 9^ per cent to 10 per cent 
charged by the co-operatives In Orissa, the effective rate on taccavi 
loans was 6J per cent as compared to 10 per cent charged by the 
co-operatives In Tamil Nadu, loans issued under the Intensive 
Manuring Scheme earned interest at 6f per cent which was lower 
than the normal rate of 8^ per cent charged by the co-operatives 
However in some states, such as Andhra Pradesh, Bihar, Kerala, 
Maharashtra, Rajasthan and Uttar Pradesh, the rate of interest on 
taccavi has been brought on a par with that of co-operatives. 


T accavi in Programme Areas 

24 The general approach under the Package programme was that 
if the co-operative credit structure in each of the selected districts 
was suitably strengthened, it would provide adequate support to the 
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which w 15 not app irently called lor m aro.is where die co-operative 
coverage w is reasonably satisfactory and die co-operative credit 
structure w vs suflictuidv service lble. The Group drew attention, in 
pirticulir, to the increase of taaa.i loans from Rs 7 lakhs in 1960-61 
to Rs 7 }. 1 lkhs 111 1963- } 111 Ludhiana, the 1 irge disbursement of loans 
under die Intensive M inuring Scheme by the development blocks and 
s. ut r in Wot Godivari and the fertili/er loans advanced in 
Btirdw m I'm lllv, the Group referred to die provision of .1 second line 
of credit 111 Bh uulara bv the Government of Maharashtra by way of 
t~i loins to the cultiv itors between 1961-2 and 1 963— and the 
decision of the st 11c government to pi ice a sum of Rs 15 lakhs at the 
disposal of the collector 111 1961-5 not only to finance non-members 
but even dcfvullcr members of co-oper itives, who might not get any 
loin from their voctcties The Group considered dns provision of a 
second line of credit to difuilling numbers is unsound in principle 
and as likctv to line idvcrsc repercussions on die co-operative move- 
ment in the district and regretted tbit this decision had been taken 
widiout consult ltion with the st itc co-operutive bank and the central 
co-opcrauvc bank I11 conclusion, the Group stated that they did not 
suggest th it there was no scope at all for the provision of luccaoi , but 
d’at diev would cmpli isizc the need for effective implementation of 
uic accepted policies in this regard so that die objective of co-operative 
development was not defeated in practice by m indiscriminate supply 
of tea act 

26 Tuca~i is also plavmg some part in the financing of the culti- 
vators in respect of 1 Ligh-) lclding Varieties Programme in certain areas 
but details of the extent of such contribution and the purposes for 
which this is being provided are not available from the study of the 
High-> iclding Varieties Programme m 8 districts for khan/ 1966-7, 
which was conducted by the Agro-Econonnc Research Centres, it is 
observed diat, out of the 8 selected districts, it was only m Aligarh to a 
substantial extent, and in Karnal to a limited extent, that taccavi 
played an important part, m only by way of provision of seeds as also 
fertilizers and pesticides on credit Taccavi is also being increasingly 
allotted in various states to meet the requirements of H V.P. and other 
programmes Tor example, it was decided by the Government of 
Maharashtra to advance a sum of about Rs 8 crorcs, by way of taccavi 
loans in almost all the districts of the state in 1968, for raising high- 
yiclding varieties, to cultivators who were to include a number of 
those who had defaulted to the co-operatives on account of crop 
failure but could not be granted conversion loans for various reasons 
We understand that the Maharashtra State Co-operative Bank 
represented to die state government about die adverse effects of this 
step on the possible recoveries of co-operative loans and the long-term 
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co-operative credit structure which could not function effectively 
because of die burden of heavy overdues The need for taccavi, m some 
measure, to meet the gaps in the arrangements for the supply of credit 
in programme areas could not therefore be ruled out What was 
unfortunate, however, was that, in the dispensation of such taccavi , 
sufficient care was not taken to ensure that co-operative credit would 
not be adversely affected Thus die provision of taccavi at rates of 
mterest lower than those charged by the co-operatives could be said 
to have operated as a factor discouraging the cultivators from seeking 
co-operative credit Secondly, the indiscriminate financing of culti- 
vators by taccavi widiout verifying whether the borrower was a member 
of the co-operative and, if he was a member, whethei he was a defaulter, 
had generally a most unfortunate impact on the working of co-operative 
credit institutions m certain areas, in so far as this facility encouraged 
the members to default on their dues to their co-operatives This meant 
that, while on the one hand, the state government took certain steps 
to promote and support co-operatives and entrusted to them the mam 
responsibility for agricultural credit, on the other, they simultaneously 
followed a line of action which weakened them and affected their 
ability to dispense credit for agricultural production 

29 Several factors seem to have begun to operate, m the recent 
past, in favour of a rational and realistic pohcy in regard to taccavi 
loans On the one hand, as a result of the various promotional steps 
which are being taken, the co-operative ci edit structure over an increas- 
ing part of the piogramme areas is reaching a stage when it can be 
entrusted with the responsibility for meeting the bulk of the emerging 
credit needs On the other hand, the funds available with the govern- 
ment for providing taccavi are shrinking not only because of the general 
shortage of resources at the state level, but also because of the recent 
diminution of the quantum of fertilizer credit available from the 
Centre Both these should accelerate the present trend in favour of 
depending on credit institutions, rather than on grovemment for 
production credit, save in exceptional cases The decline m taccavi 
credit apart, a wholesome development 111 the last few years has been 
that such credit is increasingly, if not wholly, being disbursed m kind, 
largely in the form of fertilizer, especially in the areas covered by the 
Intensive Agricultural District Programme and the High-yielding 
Varieties Programme The problem still remains whether taccavi 
can be used as a stand-by arrangement, m the very short run, for limited 
areas in which agricultural production programmes are handicapped 
by the lack of progress m co-operative credit and no major steps, like 
the establishment of an agricultural credit corporation, are contem- 
plated A related problem is that of determining the criteria which can 
be employed to identify the areas in which the need for a supplementary 
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It is aLo clear that the stipplv of ciedit is not in itself sufficient to 
persuade die cultivator to take his produce to die Corporation Prico 
is die more in itcrial consideration Not only do these experiments 
show diat die Corporation is hardly equipped to function as a credit 
agency , thev also emphasize the difficulty m ensuring, and hence die 
liiadvisabihta of assuming, for polie) purposes, an automatic link 
between credit, production and recover)' from sale of the crop 


AGRO-IvDusTim.i Corporations 

7 \gro-mdustnes corporations which have been set up m several 
states arc private companies registered under die Companies Act, with 
share capital subscribed almost equally by die central and state 
governments Two of their mam objects are (t) to enable persons 
engaged in agriculture to own means of modemizmg their operations 
and (iz) to undertake distribution of agricultural machinery Their 
articles of association pernut diem to undertake die supply of agri- 
cultural machinery such as tractors, pumpsets and power tillers to 
farmers on hire-purchase terms It is m this context that diey show 
some promise of functioning as an agency for medium and long-term 
agricultural credit 

General Progress 

8 No statistical information is available in regaid to the operations 
of the corporations of Andhra Pradesh, Kerala, Oussa and Tamil 
Nadu which commenced their business only in 1968 The limited data 
available in respect of the odicr corporations is summarized below 
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St a' c 

Dale of 
Commence - 
ment of 

Dunnes* 

rotal 
Paid up 
Capital 
[Its Lakhs) 

Total Sales during 
1067-8 

Total No of Tractors 
Sold during 1967-8 

Hire- 
purchase 
(Its Lakhs) 

Out- 

right 

(Its Lakhs) 

Hire- 

purchase 

Out- 

right 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Assam 

25 — 1— G7 

200 00 

N.A 

N A 

N A 

N A 

Bihar 

28 -1-66 

274 51 

N A 

N A 

1 15 

205 

Haryana 

1-11-67 

53 87 

0 34 

31 60 

3 

199 

Maharashtra 

15-12-65 

150 00 

10 36 

0 30 

33 

— 

Mysore 

1 -9-67 

1 17 08 

32 23 

— 

114 

— 

Punjab 

11 -2-66 

62 00 

— 

39 56 

— 

291 

Uttar Pradesh 

19 -1-68 

300 00 

33 00 1 

6 00> 

176* 

28* 


1 Up to 31 October 1968 
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AGRO-INDUSTRIUS CORPORATIONS 399 

w crc of die order of Rs 32 23 lakhs and diosc of Maharashtra cor- 
poration, Rs 10 36 lakhs During 1967-8, the Bihar corporation sold 
{,oj.2 pumpsets and 1^5 tractors on lnrc-purchasc basis and 863 
pumpsets and 205 tractors on outright basis. The items at present sold 
on hire-purchase terms are mostly tractors and pumpsets for irrigation, 
although similar facilities arc also available m respect of other agri- 
cultural maclunery 

10. .Vs regards die terms of the hire-purchase facilities, it will be 
seen diat die purchaser is required to make an initial payment, which 
% ancs from 5 to jo per cent of die sale price The rate of interest charged 
is normally 9 to 9’ per cent The peiiod of repayment differs from one 
corporation to another and is also dependent on the cost of the item 
concerned For instance, in Bihar, die normal period of repayment is 
3 \ cars for pumpsets and 6 years for tractors In Mysore, die period is 
j. to 5 )cars for pumpsets and 7 years for tractors and power tillers In 
Har^ ma, die period of rccov cry is 5 years m the case of tractors and 
3 \cars for other machinery In Uttar Pradesh, the period of repayment 
is 3 }ears for amounts up to Rs 1,000, 5 years for amounts ranging 
from Rs 1,000 to Rs 5,000, 7 years for amounts ranging from Rs 5,000 
to Rs 10,000 and 10 years for amounts above Rs 10,000. Most of the 
corporations insist on mortgage of land as security for the sale of 
tractors on hire-purchase In Haryana, however, such sales are made 
against two sureties while in Bihar, in addition, collateral security m 
die form of either mortgage of land or life insurance policy is required 
In case of members of co-operative sugar factories m Maharashtra, 
lure-purchase payments arc guaranteed by die factories out of die sale- 
proceeds payable to such members For pumpsets, one or two sureties 
arc considered sufficient security and mortgage of land is not insisted 
upon by most of the corporations 

1 1 As we have said, a clear picture of the scope and scale of the 
activities of the corporations is yet to emerge in most states but it is 
obvious diat there has been a progressive expansion and diversification 
of their operations We arc confident diat diese institutions will be of 
increasing significance for the farmer for at least two reasons First, 
the machinery servicing units of the corporations should help to meet 
the growing demand for such facdities which arc, by and large, absent 
in die countryside today Second, hire-purchase facilities in respect of 
farm maclunery arc almost absent at present With die mcreasing 
demand for tractors, power tillers, pumpsets, etc , the need for tlus 
facility will gather further momentum The present level of operations 
should not, therefore, obscure the potentialities for the future of the 
agro-mdustnes corporations 
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PRIVATE CREDIT AGENCIES 4OI 

Kashmir and around 1 1 per cent in Assam, Gujarat and Madhya 
Pradesh ‘ Rclatn es ’ constituted another important agency winch 
co\crs, incidentally, friends, etc , who might provide loans to cultiva- 
tors free of interest This source was most important m Assam and 
Gujarat, in each of which it accounted for 2 1 per cent of the cultivators’ 
borrowings, as also m Maharashtra and West Bengal where it accounted 
for 16 per cent The agency shown as ‘ others ’ is, again, an omnibus 
category, as we had earlier pomted out, since the amounts shown as 
due to tins agency include bills run up with petty traders, doctors, etc 
14 -\s suppliers oferedit to the cultivators, the agriculturist money- 

lenders occupied die first rank in almost all states except Maharashtra 
and West Bengal where they stood second and Orissa where they 
ranked fourth The professional moneylenders were of foremost import- 
ance m Orissa, while in Bihar, Madhya Pradesh, Rajasthan and Uttar 
Pradesh, dicy occupied a second place Traders ranked second in 
Onssa and Jammu and Kaslimir, dnrd in Andhra Pradesh and fourth 
in Assam, Bihar, Gujarat, Kerala, Madhya Pradesh, Mysore, Rajasthan 
and West Bengal Relatives occupied die second place in Assam and 
the durd in Bihar, Gujarat, Jammu and Kashmir, Kerala, Maharashtra 
and West Bengal ‘ Others ’ occupied the first place m Gujarat, Jammu 
and Kashmir, Kerala and \\ cst Bengal, second in Punjab and third in 
Assam, Mysore and Rajasdian 

Data of I A D P Surveys 

15 The studies m die Intensive Agricultural District Programme 
districts conducted by die Division of Rural Surveys of die Economic 
Department of the Reserve Bank on behalf of the Committee contain 
more recent data, though for a much smaller sample, on the part 
played by the private credit agencies in the supply of credit to 
the cultivators Table 3 gives the borrowings of cultivators 
m the selected villages from the private credit agencies during 
the year 1965-6, as revealed by these studies It will be seen that 
private credit agencies were an important source of funds m both 
the selected villages in Aligarh and Pah districts and in one of die 
two villages m Mandya and Raipur districts Out of the fourteen 
villages selected for the studies, private credit agencies supplied 
the entire credit requirements of the cultivators in one village, 
while m three others, they provided over 75 per cent of the credit 
requirements The studies further revealed that, often, the private 
credit agencies accounted for a larger proportion of the borrowings 
of the medium and small cultivators than of the borrowings of the large 
cultivators For mstance, m Baraon village m Shahabad district, the 
entire credit requirements of the small cultivators and 78 per cent of 
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finance to other cultivators, the available data from the All-India 
Rural Debt and Investment Survey or othci investigations do not 
throw any light on the specific part placed, m this respect, by important 
agencies such is the suppliers of agricultural inputs and those who aie 
engaged in die busing and processing of agricultural produce How'- 
cv cr, so far as financing hv tr ulers and commission agents is concerned, 
a studs on the * Imp tet of Changing Conditions on Gram Marketing 
Institutions and the Structure of Gram Markets m the Punjab ’ con- 
ducted b\ the Punjab Agricultural University during 1961.-7 reveals 
sonic interesting ficts 1 he study shows that traders generally followed 
the practice of advancing short-term clean loans to the producer- 
sellers and that 90 per cent of the farmers obtained credit from these 
traders, hiving nude voluntary agreements to sell their produce 
through them 1 he loans were normally given for one season to be 
recovered 111 casv instalments after each rabi and khanf harvest Out 
of die 98 traders selected for the study, 38 did not chaige any interest 
on die loans advanced to the producer-seller, 51 charged interest 
varvang from 12 to 15 per cent, while the rent lining charged more 
tli m 1 5 per cent, but onlv to such producers as did not dispose of their 
produce dirough them, 1 c , tin traders from whom the loans had been 
obtained The studs further revealed that 61 per cent of the private 
tnders extended credit ficililics to meet the seed requirements of thur 
clients and 37 per cent of them also supplied oil-cakes and cattle feed 
on credit to die producers who came to sell their produce at their 
shops 

17 So fir .is fertilizer dealers are concerned, some of them may 
come under die description of private tradus and commission agents 
1 ,a die amounts advanced by them to cultivators m the form of credit 
sales of fcrtibzer may, therefore, have been included m the amounts 
reported b> the cultivators as borrowings from this agency While 
conceding die absence of data on the specific credit operations of such 
dealers, the. Report ol the Fertiliser Credit Committee (1968) states 
that, from all available information, including that collected duung 
their studies, it is obvious that private agencies are, in certain districts, 
important not only as an agency for the distribution of fertilizer, buc 
also specifically .is a source of credit for the farmer who wants three 01 
four months’ time and sometimes < ven more to pay for the fertilizer 
I he proportion of such sales made on credit was by no means uniform 
as between the various districts investigated For example, it was 
placed at about 20 per cent of total sales in Thanjavur and 10 to 15 
per cent m West Godavari The rate of interest charged was stated to 
be 12 per cent It was furdier found diat, in both these Package 
districts, quite a few members of co-operative credit societies had also 
availed themselves of these facilities, including credit provided for 2 to 
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role of private credit agencies will be less and less unsatisfactory from 
a policy point of view and more and more useful and supplementary 
to that of institutional credit 

23 Fourthly, the fact remains that large sections of cultivators 
continue to seek accommodation from private credit agencies eidier 
because the latter are easily accessible and flexible m the matter of 
period of repayment, procedures for lending and security requirements 
and because institutional credit is reluctant in many areas to open its 
doors to all sections of cultivators and is otherwise associated with 
delays and rigidities Furdier, it appears diat because institutional 
credit restricts itself to productive purposes, die sections of cultivators 
(like small cultivators and tenants), whose needs are largely for con- 
sumption and maintenance naturally turn to private credit agencies. 
Even die cultivators who arc better off cannot obtain their require- 
ments for purposes such as marriage and death ceremonies, major 
illness and litigation, from any agencies other than the moneylender 
As long as these two problems persist — which means almost in- 
definitely — the role of private agencies is likely to remain significant 

24 Lasdy, though private agencies thus seem likely to have an 
important role to play in rural credit even in the long run for at least 
some sections of cultivators and for certain types of needs, it does not 
seem practicable to proceed on the basis that the major responsibility 
for meeting the credit needs of agricultural production programmes 
may be left to be shouldered by them, even if only traders, commission 
agents and fertilizer distributors are considered in tins context Unhke 
co-operatives or the proposed agricultural credit corporations, these 
agencies are bound to be selective m their clientele Nor will it be easy 
to ensure that the funds provided to such agencies for fertilizer credit, 
etc , will not be diverted to other uses Despite these limitations, how- 
ever, account should be taken of the probable contribution of the 
private credit agencies in any attempt to make arrangements for meet- 
ing the estimated requirements of agricultural credit in any area 
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much larger than it was when the Rural Credit Survey was conducted 
for the >car 1951-2 We have 110 comparable aggregate figures, but 
this is not \erv important What is significant is die process by which 
a % cry substantial increase has taken place A part of die increase m 
demand is undoubtedly due to an increase m prices But what is more 
important is the increase that has taken place on account of die much 
higher lev el of productive actn ity at which die agricultural industry 
is toda\ operating The mam diflerence lies in the fact diat all over 
die country toda\ the farmer lias taken to high-yiclduig varieties of 
seed, notablv wheat, also maize and millets, and increasingly paddy 
and odicr crops 1 hese \ arieties ha\ c shown diemsclvcs to be capable 
of transforming agricultural production beyond all previous achieve- 
ments and expect itions, prowded inputs by way of water, fertilizer, 
pcsucides, etc., are made av nilnble Agi lculture is on the way to becoming 
a business, as indeed it has already become 111 the intensive areas 
That is die most important development diat has taken place Corres- 
pondinglv , the demand for loans has gone up This is not confined to 
short-term credit Land levelling and soil conservation have assumed 
importance because of die economic importance of land in die context 
of much larger produetion Tor these purposes, as well as for minor 
irrigation and rural electufication, tlieie is demand for long-term and 
medium-term loans 

4 Another set of important considerations arises m the sphere of 
policy Intensive agriculture m the distucts most suited for the purpose 
has contributed to much needed production and, by the same token, 
to the prosperity of areas already well endowed by nature and of 
farmers well equipped to take advantage of the new techniques Mean- 
while die dispauiics have widened to die disadvantage of other areas 
and other categories of farmers An urgent economic and social need 
today is to ensure that dicse areas and classes get adequate credit for 
production and not merely those which are within die purview of 
intensive cfTort This is a very important consideration in the context 
of demand There arc thus three significant developments in die area 
of credit, all of diem related to die new technology, viz , (i) much 
larger demand, (») sluft towards long-term credit, and (in) need for 
providing credit for the small and less privileged cultivators 

5 The next set of issues relates to supply of ci edit generally and die 
institutions of credit m particular One point is obvious The demand 
has gone up so very considerably that pel force supply has fallen behind 
This is so irrespective of institutional inadequacies The gap is in any 
case inevitable at a time when total icsources including savings are 
much smaller than can be used for exploiting the full potentialities 
of the new ways in agriculture. All the institutions concerned have felt 
this shortage Financial constraint has compelled governments to curtail 
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potentialities ofco-operative development undu the integrated scheme 
substantiallv filled to materialize, at any late m the shoit run, in large 
areas of die country These include Assam, Bihar, Orissa and West 
Bengal as also one or t\so states outside the eastern region, c g , Jammu 
& Kaslumr and Rajosdinn 

8. There arc a number of other weaknesses, some of them grave, 
which have come to light during the last decade or so in die operation 
of die programme of reorganization Among these is die intrusion of 
politics, both state and local, into the woikmg of co-operatives This 
often implies that mdniduals not belonging to paiticular political 
parties or factions are wrtualh outside the scope of co-operative credit 
Another disturbing fictor is what amounts to political interference in 
die working of co-operati\e institutions such as central co-operative 
banks l'or reasons such .is this, again, the assumption that co-operatives 
could meet the credit demands of all creditwoi thy cultivators has 
proved untrue or only partially true Even wlieic technically all could 
be scried, pohticallv only some ha\c benefited This is an extremely 
serious matter in those areas where co-operatives have a vntual mono- 
poly of institution ll credit Since the strength from which the co- 
operatives operate in such cases has been created by deliberate policy, 
it follows diat adequate correctives should be introduced as an integral 
part of that police But apart from these broad facts of political mti u- 
sion, there are a certain number oi contexts in which co-operatives 
have by and large fallen short of the expectations of the integrated 
scheme Some of these aspects are large overdues, failuie to mobilize 
deposits and lack of trained staff All these would point, not to a 
condemnation of the co-operatives, but to a confirmation of die fact 
that integrity and efficiency can only be had the hard way Reorganiza- 
tion should be pursued vigorously and the integrated scheme at last 
given a fair trial At the same tunc effort m the sphere of rural credit 
should not be solely concentrated m the co-opciative sector Co- 
operatives should be strengthened, but they would be all the better 
— and die farmer better-served — if other institutions co-existed with 
them in healthy competition 

9 It is on tiicsc considerations diat the emergence of other agencies 
such as the commercial banks, including the State Bank and its subsi- 
diaries, arc matters of importance The aim of policy would be to 
ensure diat, through these institutions and their network of branches 
throughout the country, a large amount of alternative and supple- 
mentary credit is available to agriculture widiout avoidable damage 
to co-opcrativcs The manner in which this co-ordination is to be 
brought about will be an important aspect of credit plannmg 

10 New institutions may also be necessary for fulfilling specific 
needs or fitting mto specific contexts Two instances maybe mentioned 
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IV RECOMMENDATIONS REGARDING 
CREDIT AGENCIES 





CHAPTER 14 


CO-OPERATIVES (I) AREAS OF RETARDED 

GROWTH 

I N this chapter and the three which follow, we propose to consider the 
working of the co-operative system in its bcanng on rural credit We 
start by considering the special problems of those areas m which co- 
operative credit is 111 a state of virtual stagnation or at best of extremely 
slow progress We then deal in the next chaptei widi important struc- 
tural aspects including viability at the primary level Procedural issues 
are the subject matter of Chapter 16, while the related issues of overdues 
and supervision are examined in Chapter 17 

2. Enough has been said in the foregoing pages to indicate that 
while, in the aggregate, co-operatives have achieved much in the sphere 
of agricultural credit, tlieic is much more they have failed to achieve 
What is even more striking is the unevenness of the achievement This 
is so as from state to state and in different areas even within the same 
state We shall later recommend various measures for strengthening 
the institutions of co-operative credit But where these institutions 
have failed to grow even to the average level, special steps may well 
have to be taken which go beyond mere general measures of reorga- 
nization It would therefore be useful to examine in some detail the 
instances in which the development of co-operative credit has been 
markedly madequate 

Identification or Areas 

3 The identification of areas of inadequate development is obviously 
a difficult task It raises more than one question of methodology The 
criteria for the measurement of progress are numerous and to combine 
them into an index of overall achievement is a complicated process, 
as it is not easy to determine the weightage to be attached to individual 
factors State figures are not strictly comparable as there are wide 
variations in the size of states Averages are also sometimes deceptive 
Annual rates of growth too are not comparable as between states and 
even if these rates are expressed as percentages in relation to the earlier 
position, the extent of achievement is likely to be distorted, especially 
where the absolute figures constituting the base for comparison are 
themselves very small Further, at least in some areas, the situation is 
fast changing and it would be wrong to ignore recent trends merely 
because the relevant data in terms of statistics are not available 
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IDENTIFICATION Of AREAS 
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Co-opcraUvcs here mean not only primary agricultural credit societies but also land development banks 
Deposits of central co-operative banks and primary agricultural credit societies 





Hi\VOHO 03aUVi3X JO SV3SV (l) S3AIXVH 3 jo-oo gifr 


T A1UJ l 

Kioto iAL Data on iul Gkovnii ov Co*oi lua*i i\ 1 Centhal Banks (1DGG-7) 





jsouijn in sijejs jo sjxid JO osje jnq spduejsui puios ut sijr js ->joq m jo quo 
jou DijsuPjDEJEqD snqj si jipoJD o \UEJDdo-OD jo ssijgojd pipjuj v\j •_ 
Sutpucnno sueoj oj pjeSpj ut sjpqjo oqj jo mpjoj|ci[ duo jnnqr pur 
ntsodop jo joodspj ur pjejs pqj jo squt.q jejjupd jiqjo oqj jo trip pi pjnp 
-ouo jnoqE si qDiqu pDUEunojjpd jo jd\pj pSljue uc moijs 'uonnnjsut 
pujEjpdo-oD jo ssojSojd jo se suotjtpuoD jEjnjjnDuSE jo suuij ut pxloj 
-p np sspj st ijoiijai ‘uoiSpj uAqpui Dip jo squrq jejjupd iqj^ suoijuji. \ 
jeiioiSoj-jpjuijo pSuej pSjej e oqu srq ‘sdjus Dtp jo jciSjej up ‘qsppij^ 
E(qpuj\j pjejs tup jo Jspj pqj tpm ppjEduioo se ‘quuq jejuiod jid 
ssautsnq ueoj puu sjtsodop jo jp \pj moj e Moqs — PjnqnjEtSE jo soon 
-ipuoD pjqujno vnjuti Sunupspjdpj tpoq — epje uocutn'vj Pip jo sjjujcip 
Xjjtq otp put- uotstup pEqEzruj; otp jo sjDujsip jejjupd piq^ cjupo 
UEtp pjEArpuq OJOUI AJpPqJEUI 3JE jtjo sued Ptuos ‘jDpdsu PUJEJ.ldo-OD 
pip ut poDUE \pE se ppjppisuoD pq jouued jjpsji qsppcjj jejj q pjuj 
jpipo pup no ‘SJ3UJ UEIEpOQ pUE EUqSJXq Pip IUOJJ (juieiu ‘uon 
-eSeuijo jpjjeui pqt ut ppAiopup jpjjoq si qDiqu epje jejseod pqj puE 
‘puEtj PUOPtp uo Pururej jupnbpjjjo sjDujsip Xjpjo (jpSjej jsisuop qptqw 
suoiSdj eueSuejpjq puu euippsejeae^ pip upp Mjpq qsopuj^ Ejqpuq- ui 
punoj pje sonuEdsip JEjtuns ‘Surjujs Ajjunbp jou qSnoqjL Suidueuij 
PUEP JO PUIUJOA pSlEJ Pip ipEM pPJEIDOSSE EJjqSEJEqE J>y UJ 1 JSPM 
jo stPixtsip Pip Xq XptrEui dn ppqsnd pSejpve ue ‘pjejs pip jo 
jspj pqj ut squuq pq; joj spjojd 6 S £ sg sem ji ‘EqqjEpqY ut sjDujSTp 
EJEpucqg puu EpuuqQ jo sqtrcq otp joj spjojd go t sqj puE epje uEquoxj 
pqj jo squoq jo psed oqj ui spjojd g£ i sjj moqu quo sem SutpuEjsjno 
sueoj jo pSejp ye Pip opqAV Surjujs si sspuup \pun jo ppjSpp pqj ‘puq 
-EJPp^HP uc ^sppEjq; EXqpEj\T jo spjEjg pjo pip jo jjE’d pouijoj qsnoL\ 
-pjd pEq qDiqAi sepje ui jtppjo o \E)EJodo-o3 jo ssojSojd ptjUEjsqns 
pip pjtdsop ‘EjjqsEJEqEjY utipEM up 13 XpAnDPdspj spjojd Li i sq[ 
puE PJOJD ?? o S^[ Xpio oj ppjunoiuE SutpuEjsjno SUEOJ puE sjisodpp 
pSejpie Pip ‘PJEjg puqE’jppXj-j pjtqAijsjo pip iuojj squuq Pip joj ‘puipjjxp 
jpqjo otp jy spjojd g£ t sjj jo sueoj SutpuEjsjno pin: spjojd gg z sqj 
jo sjtsodop pSejp \e Aioqs ojEjg Auquiog; pppLupun oqj jo jjud poiujoj 
ijsrtOEipjd pEq qonjM sjDUjsrp ut sqirnq pqj ‘ojEjg pjos xjy uj 9 

pjpij ppjEjnjtdEDPj 

Xjjouq pq Xeiu jnq aipiapj pslm-pjejs jtio ui uodn ppqDnoj uppq p\Eq 
simod pspqj jo Pinog poojsjppun pq ued suoijeijei jeuoiSpj-jpjut pspqj 
qpujAi oj pdupjpjpj qjLM sjojdej pqj Suourc pje pspqj jje — apueupj puE 
PJtlUPJ pUEJ JO SUOIjrpUOD UT SPDUPJPgrp 'uOtJEZTUESjOPJ ,S3JEJS pqj Xq 
ppJDPJJE SPJEJS Ut SJEPt pqj JPAO pPJUPqUT qjOAlPUIEJJ P MJEJJSTUTlUpE 

pqj jo Xjqcnb Pip 'sptDqod pppjSu jo uoqEjupuiPjduii ut ssojSojd ‘suon 
-rpuoD jejijjjudijSe c PDUPq pun ‘jepis tqd ut SPDUpjpgiQ; ji oj jeujpjxp 
Sjpqjo pun JtppjD PMJEJpdo-OD OJ JEUJPJUT PIUOS ‘SJOJDEJ JO XjPUEA 
e m jqSnos pq oj suq sspuup vpuu stqj joj uotjEUEjdxp pqj ‘suoiSpj 
pqj joj os 'pjoqAt e se upquj spjejs pqj joj sy jippJD jnmjjnDuSE 

hxmoho aaauvxaH jo svajiv (1) saAixvaaao-OD oob 



I D h \ 111 10 VI ION O 1 AltLAS 421 

ill nist inco 1 his ib m a^put of the silu ition winch lias an important 
buring on Inline policy nul makes the lines of solution suggested 
for the inadequacy ot co-opeiati\o credit a matter ol interest to eveiy 
stile It ib true, how e\ e r, tint wheic a state consists wholly oi hirgely 
of stub ire ib", the problem is more complex and serious than wlicie a 
few sin ill pockets ot bickwardness are tound Both these types of cir- 
cumstances line to be kept in new' m the lornnilation of policy 

3 We should like to emphasize here two points to which we have 
brieih referred earhei befoie we go on to considei the reasons for the 
retirdeel growth ot co-opei Uivc ciedit in these aieas and the measuies 
to be t ikon in this context One of these is that the level ot peifoi mance 
of co-operilne credit is showing signs of relatively rapid change in 
at least some of the ut.es mentioned In West Bengal, for example, 
'ome steps line been initiated for the implementation of the pro- 
gramme of reorg uuaation of the primary stmeture as also for the 
completion of the liquidation proceedings in respect ot a large number 
of societies Progitss his also been made to some extent in adopting 
the crop lo in s\ stem Orissa, again, has lately shown encouraging per- 
formance in terms of the proportion of actn e societies, loans per boi row- 
ing member and deposits and loan business per central bank In Biliai 
too, significant dee elopmeiits seem to be occurring m respect of co- 
operate e credit and, more importantly, in the sphere of agncultuial 
production md development It is, therefore, important that m every 
case eventual decisions, whenever taken, should be based on the latest 
possible assessment of the situation 

g The other consideration to which we would refer here is that 
areas of inadequacy cannot be identified merely with reference to 
the levels of performance or the recent rate of giowtli of co-operative 
agricultural credit Incv itably, it is in relation to the demand for agri- 
cultural credit which, m turn, is dependent on the proposed agncultural 
programmes and the response of the cultivators thereto, that the poten- 
tial performance of co-operative credit has to be viewed and assessed. 
The structure of a central bank and societies which can provide only 
a very limited amount of co-opcrativc credit may, for example, suffice 
in an area which is also relatively backward in terms of agriculture, 
l e , without any large use of fertilizer or the cultivation of commeicial 
crops and has only a modest programme for improvement in these 
respects On the other hand, the same would prove haidly adequate 
in an area where, because of the Package programme or the High- 
yiclding Varieties Programme, a steep spurt is likely in the demand for 
inputs and, as related to it, in the demand for credit The smaller the 
unit under consideration, the more precisely can an assessment be 
made in this respect Thus, if the position is reviewed not for a state as a 
whole but for a district or a programme area in each state, it is possible 
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crores and Rs io crorcs In Tiruclnrapalli distract of Tamil Nadu, 
the credit needs to be met were considered likely to reach a level 
of Rs 15 crores by 1973-4, whereas the co-operatives were not expected 
to improve their supply to more than Rs 9 crores In Basti district 
of Uttar Pradesh, again, as against the expected demand of Rs 7 crorcs 
in 1970-71, the co-operatives were expected to be able to provide 
not more than Rs 2 crorcs by way of production credit In Purnca 
district of Bihar, against the background of the extension of the 
benefits of the Kosi Project, credit needs were likely to go up to nearly 
Rs 10 crorcs but c\ en on the most favourable assumptions, co-operative 
credit in the area was estimated to reach a level of only about 
Rs 4 crorcs In Nowgong district of Assam, the demand was pro- 
jected at Rs 4 crorcs but the co-operatives were not expected to be 
111 a position to supply more than Rs 2 crorcs. In Pun district 
of Orissa, the co-operati\ cs were expected to provide about Rs 6 crorcs 
of loans as against an estimated demand of Rs 9 crorcs in 1970-71 
n It is thus seen that the proportionate extent of the shortfall 
in the supply of credit by the co-operatives in relation to the demand is 
large not only where the ability of the co-operatives to lend is limited 
but also where the level of demand is rather high We have indicated 
in Chapter 3 the various considerations which should be taken into 
account in projecting an estimate of demand for credit We shall deal 
in Chapter 23 with the problem of estimating the probable figure of 
advances by co-operatives As we have said elsewhere, the smaller the 
area for which an estimation is made, the more precise the estimates 
under both these heads are likely to be We recommend that, in each 
state, a district-wise study be undertaken by the state government with 
the help of the Reserve Bank in regard to the current position as also 
the programmes and prospects for the immediate future, both in regard 
to the probable performance of co-operative credit and estimated 
needs of agricultural credit 

Causes of Inadequacy 

12 In determining the strategy to deal with areas m which co- 
operative credit is relatively less developed, the first step is to recall the 
factors which account for the inadequacy in this respect We would 
then have to consider what is the best that can be done through the 
existing co-operative credit structure in these areas Tins in turn would 
lead to an examination of the possibilities of reorganization and 
strengthening of the structure in terms of funds, personnel, etc , at one 
or more levels, including the adoption, where necessary, of special 
expedients which might represent departure from normal practice 
Finally, it would be necessary to consider the need and feasibility of 
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So 1 ir >s npcr Uimi vl poluus ur miKcrned, the most sigm- 
l\anl durlfill his hern 111 lojnit of tin ulnptton til (lit irop loan 
ssuc.n It is m 'nine ol then' >n i- tint coopt rtlivc iruht, to some 
exte it, !ii' tenth <1 to he restraint m mini dim one a.pict, as is 
rclVvtrd m tl i ir jsior tovmgc in teinis of nn mhrrs or (even mutt) 
of U.To.vm; menders 1 lie* iiuinulnd 111 iMimnn hoi row mg pout r 
u is fixed it re!»ti\tl\ low Imli 1 In re u is tonsidcralile reluctance 
.0 Cm ie tt nut', uni. even uheri tins were provided credit, the 
mV tf hi 'in u 4 vs is 1 ir hom idcqn itc lit sides, informal ten. nicy 
\s is vs i’c pie id in 1 me ol these M Hi > 1 lie proportion ol tines which 
1 d to 1 e iepvd for 1 in irtv to he eh ; 1 1 » 1 e lor fusil fill met vsas also 
lived it furl h* hhve's Recovers of dues and the provision ol stabi- 
h- it 1 .1 f 1 i'll e . to > rej) llie ovi rdues in 1 hoik by m ikmg cultivators 
chph’c hr ftcvh fin uu e .sere Inilli in idctpiatc in tlusi slates 

I. d the irpi.n.ent pciformune vs is, therefore, grncrdlv poor llie 
'et-1 i ]. m dii' rc']eii olten re ulti d m in interruption to — it not 

II. e '’opa 1 ;c 1 f - tne 11 , 1 * ofm-oper ttivr credit Conversion operations 
\s n ch f*i!i d to 1 e ir m ted were of spet 1.1! import uu 1 for tin st slates 
is t! ev .sere more u i eptihlr to 11 ilur d t il unities siu li as Hoods and 
f mm cs tli m other p tr t . ol the eountrv With tile imp it t of these factors 
Icing ni],mri] < veil on !<>n '-'l Hiding irre trs which hid resulted m 
d c dorm n ev < 1 die , redit institutions, the overducs c ime to he well 
l c.omi the duhtv ol tin co-operitive eredit structure to absorb, 
csj eti dlv is dieir dcpo-Us v.cre gtncrilly poor 

16 At'otlu r fnture of the- working of the co-operative credit 
structure in these- ire is is tli it die cpi iluv of management, elected as 
v.cll ss pud, a not uniformly high, whether 011c considers tile central 
b mbs or the prim irirs It is unfortun ltcly true of some of these areas 
that, despite the subsl mil il expansion in the volume of credit m the 
last few ye irs, effective le idcrslup h is not yet emerged on the scale 
required In f ict, the- policies of some of llie st tie gov enimuits in the 
earlier vears did, in ccrt un aspeets, ihemstlves tend to make the 
institutions so domin ited 111 their working by the Co-operation 
Department tli tt non-ofiicials of 1 suitable calibre were not attracted 
to it 1 cpi ill; import ml, .is 1 general weakness, lias been tile lack of 
staff who are adequ ilcly qualified, trained and otherwise suitable, 
ap irt from their 111 tdequ icy in number Despite various efforts to 
recruit qualified personnel and to organize training facilities, the 
operational effii lency of co-operative banks m these states leaves much 
to be desired barber, there was also the difficulty tI1.1t co-operative 
banks could not command supervisory staff of their own but tins has 
now been overcome in most are.is The general impression winch 011c 
obtains is that, whether it he from the point of view of satisfactory 
organization at the primary level or appropriate loan policies at the 
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ever before It is obvious that, to the extent that these and similar 
trends gallur momentum, which thev seem to be doing in parts of 
Bilnr as well as other states ot this group, they should help to throw 
un a subst mtial demand for credit for production and investment and 
till 1 ;, in turn, should call for the growth of institutional credit 

htoitvivL Group’s Rlcommlndations 

ig It w us igainsi the b ickground of the various factors relevant for 
assessing the experience ol, and the demand for, institutional credit 
for agriculture as they obtained in 1962-3 that the Informal Group on 
Institutional Arr mgcincntx for Agricultural Credit made its recom- 
mendations The Group’s assessment was that the role of co-operative 
credit was impressive in the states of M iharashtra, Gujarat and Tamil 
Nadu and poor in the states of West Bengal, Assam, Bihar, Rajasthan 
and Onss 1, while the other states occupied an intermediate position 
Its conclusion was that the states in which co-operative credit showed 
the maximum achievement were those in which the accepted frame- 
work of policies had received energetic and whole-hearted lmple- 
mentauon According to the Group, the co-operative agency remained 
the best means of providing institutional agricultural credit in Indian 
conditions and the pattern of its organization ought to continue to be 
the three-tier structure The existing policies for the development of 
co-operative credit were, in its view, by and large adequate and called 
for full implementation As between the different groups of states, they 
recommended various lines of action to ensure an adequate supply of 
institutional credit for agriculture in the immediate future It was felt 
that in the states with a record of relative success, 1 c., Maharashtra, 
Gujarat and Tamil Nadu, the co-operatives should be able to see that 
agricultural production did not suffer in any area merely for the lack of 
credit, provided action was taken in particular directions, c g , improve- 
ment of repayment performance in Maharashtra, extended coverage 
of cultivators by co-operatives in Gujarat and reorientation of lending 
policies in Tamil Nadu For the states occupying an intermediate 
position, the recommendation of the Group was that effective imple- 
mentation of agreed policies should be achieved and that, if this were 
done, co-operative credit in these states could also be counted upon to 
take care of the needs of production credit. The Group pointed out 
the various directions in which improved performance would be called 
for and emphasized the need to look at the problem of each state 
individually and take appropriate remedial action 

20 It was in the case of those states where co-operative credit was 
found to be the least satisfactory in its record, viz , those of the Eastern 
Region and Rajasthan and the union territories of Manipur and 
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legislation to be enacted by the central government and special state 
legislation which might be undertaken for making statutory provision 
in regard to those matters which the central legislation could not cover, 
such as die special privileges available to co-operatives in their deahngs 
widi tiien' members The corporations were expected to open a network 
of branches and build up staff on die assumption that they would 
eventually be taken over by die co-opei atave banks when the corpora- 
tions withdrew 

22 The leport of die Group was considered in April 1965 at a 
meeting held in die Planning Commission Some of the points emerging 
from the discussion were gone into at a subsequent meeting of the 
Group called for the purpose and, as a result, a supplementary note 
giving the views of the Group was added to the report The central 
government, which had accepted the proposals of the Group, m principle, 
decided to introduce appropriate legislation for the purpose and at the 
same tame commumcated the proposals to the various state governments 
for eliciting their views At the Conference of State Ministers of Co- 
operation held in Bombay m October-November 1965, a resolution 
was passed opposing the proposal for die establishment of the corpo- 
rations even as a transitional measure either for the country as a whole 
or for specific states as it was felt that their establishment would be 
detrimental to the growth of die co-operative movement It was, there- 
fore, suggested that a meeting of the concerned state governments 
together with the representatives of the concerned Central Ministries, 
the Planmng Commission and the Reserve Bank should be held to 
consider how best co-operative credit could be increased in areas of 
relative madequacy It is understood that at a meeting of the Chief 
Ministers of all states held in Apnl 1966, this proposal for the esta- 
blishment of the agricultural credit corporations received general 
endorsement Legislation for the purpose of enabling the establishment 
of the corporations has been recendy passed by the Parliament 


Views of State Governments 

23 We have ascertamed the views of the state governments m regard 
to this proposal both m the questionnaire addressed to them by us and 
in the discussions held with their representatives To consider first the 
views of governments of those states to which the proposal relates, the 
rephes we had received from the Governments of West Bengal (Septem- 
ber 1967), Rajasthan (November 1967) and Assam (November 1967) 
indicated that they were not in favour of the establishment of a corpo- 
ration The view expressed was that if assistance in terms of resources, 
etc , as contemplated for the corporation could be extended to the 
co-operative credit structure m each of the concerned states, the latter 
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Union of India m September igG 3 on tins subject and was attended 
b\ up resen tut no of most ot the st.iks aflected by tins proposal The 
sennit \r nine to the conclusion that since the circumstances in 
winch the corporiuons had to work would not bo different from those 
faced bv co-operames, they could not be expected to show better 
results On the other h ind, these institutions, it was feared, would 
cause irrcpirnble d.nn igc to the co-operatives without in any way 
pro\ lding the required finances and scr\ ices to the fanners The seminar 
identified the following .is the factors accounting for the relatively 
less dc\ eloped st lie ol co-operative ciedit in these areas 

'.) the co-operative movement 111 several of these states had a late 
st in , 

{.1) some of the stitc,s concerned were afiected by Partition and/or 
aggression by Chin i and Pakistan, 

(ml the land tenure svstem in these stales, till recently, was such as 
to lca.c little incentive lor the ictu.il tiller ot the land to develop 
the laud or to increase production , 

{ r) some of these ire is have been especially susccpuble to natural 
calamities, c g , 1 irgc part of Rajasthan is a desert area, floods in 
\Scst Bengal, Assam and Bihar line been proverbially devastating, 
and famines have adversely affected agriculture in each of these 
states frequently , 

(?) the st ties h ivc been relatively backward in the aspect of educa- 
tion and literacy, with the tribal population accounting for about a 
third of the total for these regions , 

(ti) despite their peculiar difficulties, the co-operative credit move- 
ment in these states did not receive any special assistance and consi- 
deration from the Reserve Bank, the Government of India, etc, 
in the matter of resources for lending, subsidies for supervisory and 
audit staff and for member-education , 

(•-it) the support of state governments to the co-operative credit 
structure wa s inadequate in various matters such as the deposit of 
funds of quasi-government institutions with the co-operative banks, 
die provision of managerial subsidy for co-operative institutions, 
etc , and 

(cm) co-operativ c credit in these states has also suffered from various 
changes which have occurred in recent years in the matter of official 
policies in this field such as those relating to the structure at primary 
level 

On the basis of this analysis the seminar suggested various measures 
concerned with organizational, administrative and financial aspects 
of the co-operative credit institutions for strengthening tins structure 
and placing it in a position to render better service to agriculture in 
the future. 
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state governments, as well as the Reserve Bank, to cnsuie that early 
steps are taken both m legal d to the establishment of the coipoiations 
and the reorganization and revitalization of the co-opciatives We 
would leiterate that the two factors which are relevant foi any deci- 
sion at a particular point ol time aie, fiistly, the existing state of co- 
operative credit (which is an indicator of what can be expected of it in 
the future), and secondly the probable level of future demand for agri- 
cultural credit lor both pioduction and development In view of the 
intimate involvement of the Reserve Bank both in the co-operatives 
and the agucultural credit corporations, as also in credit support 
generally for agricultural production and development, we suggest 
that, in taking decisions in legard to the futuie arrangements for agri- 
cultural credit in these states, the state governments might seek the 
adv ice of the Rcserv e Bank as well as the central government 

32 While we shall deal in Chapter 22 with the manner 111 winch 
the agricultural credit corporations may function, we concern our- 
selves in this chapter mainly with the measures which may be taken for 
rehabilitating co-operative cicdit wherever its growth has been more 
or less retarded Wc would recall that the Informal Group had itself 
suggested various means by which it would be possible for the co- 
operative credit structure of a state or a district to make progress as a 
whole even if some of its paits were unsatisfactory in their working 
Since we have 111 the co-operative structure, with all its shortcomings, a 
going concern which has been in existence for many years and built 
up its own experience as well as organization, an endeavour should be 
made to reorganize and strengthen the apex and central co-operative 
banks both in the retarded aieas and elsewhere Oui specific suggestions 
for action on the basis of this general approach are set out in the 
following paragraphs 

Special Measures of Revitalization 

33 We shall first deal with the steps which can be taken to reorganize 
and strengthen the co-operative credit structure so as to enable it to 
provide a larger volume of agricultural credit than it does at present 
and fdso, in certain areas, to play, in part, the role which is sought to be 
entrusted to the proposed agricultural credit corporations 


Strengthening of Co-operative Structure 

34 In many areas the more important causes for the inadequacy of 
co-operative credit are to be found in the defective repayment perfor- 
mance at one or more tiers of the co-operative credit structure or the 
dormancy or inactivity of some of the units and the inadequacy of own 
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two, a suitable officer may be immediately chosen for this position 
and given tile necessary training In moie than one case, however, it 
will probabl) be necessary to find a suitable incumbent from outside 
the bank, e g , by advertisement or by taking a competent officer 
from the Reserve Bank or the State Bank on deputation We 
recommend m Chapter 32 that requirements on this account should 
be taken into account by the Reserve Bank and the State Bank m 
planning their programmes of recruitment and training 
(tv) The State contribution to the share capital of each state co- 
operate c bank and of the central bank in areas of poor performance 
of co-operative credit should be increased to the extent necessary 
for pro\iding the base for enlarged lending and, in some degree, for 
augmenting the disposable ‘ own ’ resources required by the bank 
for uninterrupted operations of the credit limits extended to them 
by the higher financing agencies This is necessary as these banks 
are, in many cases, handicapped both m terms of a high incidence 
of ovcrducs and paucity of deposits to absorb them 
(a) In those instances where a central bank is virtually inoperative 
and therefore unable to finance the agricultural credit societies 
affiliated to it, the apex bank may establish a branch and finance 
the creditworthy societies till the central bank is reorgamzed on the 
basis of steps suggested by us elsewhere Similarly, in areas where 
the agricultural credit societies are dormant and their reactivizataon 
or liquidation is proceeding slowly, the central co-operative bank 
may finance the non-defaulter members of the societies direct through 
its nearest branch Action on these lines should help ensure the flow 
of credit, in such circumstances, to deserving agricultural credit 
societies and to non-defaulting members of dormant societies as also 
to others who may like tojoin as new members These measures, how- 
ever, should only be transitional expedients and the normal pattern 
of operation of the institutions at the three tiers should be restored as 
and when the dormant central banks and societies are rehabilitated 
(01) The staff of the reorganized banks (apex or central) at the head 
office and in the field should be augmented to the extent necessary 
Qualitative improvement of the staff should also be effected through 
appropriate recruitment and training The latter should include the 
elements of the new agricultural techniques as well as the mechanics 
of agricultural loans and supervised credit 

( vn ) Special grants may be provided by the state government to 
enable co-operative banks (a) to employ staff of the right quality 
and in a sufficient number and ( b ) to write off irrecoverable bad 
debts in certain special contexts 

35 We would also refer here to a programme for the rehabilitation 
of weak central banks which has been circulated by the Reserve Bank 
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Bank, might supcrM.de such management and admmistci the insti- 
tutions through special olliceis ot go\cinmcnt 01 the ape\ 01 central 
co-operative banks as tiie case may be. 

38 Steps should be taken, as lecommended by 11s elsewhere, for 
the ipi\ and central bulks concerned to build up appropnate cadres 
at the munigcml level so that such employees may be in a position 
to function with the icquisite digue of independence This should 
also help to atir ict persons of compete nee and c\pci lence to the service 
of co-opt nine banks Though this is a measuie of significance for all 
co-operative banks, it is of special and urgent importance to the insti- 
tutions 111 the ire is ol ret lrdcd co-operative ciedit as the staff position 
in these areas is generally unsatisfactory 

39 Since, ls we hue stated, co-operative ciedit is generally in- 
adequate for the country as a whole, it follows that there are a number 
of steps for the improvement of its opciation which are relevant to 
all the states and not only those where the performance is particularly 
inadequate Indeed a determined eflort is called for everywhere to 
implement accepted policies such as those concerned with the rationa- 
lization of the structure, the adoption of the crop loan system, the 
reduction ofoverdues, the building up of cadres and the improvement 
of personnel As vve see it, the task of providing adequate institutional 
credit for agriculture in the near future is so vast that no single agency 
is likely to be able to handle all of it by itself It is necessary that all msti- 
tuuonal agencies be pressed into service Nor can the setting up of new 
institutions be ruled out, in fact, for certain areas, there seems no 
other answer We shall deal, 111 a later chapter, with pioblems connected 
with the functioning of the proposed agricultuial credit corporations 
and their co-ordination with the co-operative credit structure in the 
relevant states Meanwhile, we would reiterate that, lriespective of 
whether co-operatives by themselves can meet a large part of the 
emerging credit requirements or not, it is necessary for them to adopt 
the various steps indicated earlier, so as to improve then working in 
various aspects, such as the recovery of loans, the mobilization of 
deposits and the efficiency of management. 
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large-sued societies during the Second Five Year Plan Accordingly, 
7,31a such societies were brought into being m the first three years 
of die Plan On a review of the policy in this legard in September 
1958 by the Planning Commission and die Government of India, 
die view was tihen that die oigamzation ot diesc societies, at least 
in sonic states, had not proceeded on right lines inasmuch as several 
ol diesc societies coveied veiv extensive aieas or were formed by 
compulsorily amalgamating small credit societies It was, dicrefore, 
decided that no large-sized society should be registered compnsmg 
more dian ^ or 5 v lllages, diat such societies should be formed mainly 
in backward and scarcity areas and diat no further registration of 
such societies might take place in states in which 10 per cent of the 
villages had been covered by die co-operatives by the end of 1958-9 
Shortly after tins, there was a further shift in policy when the National 
Development Council, 111 its Resolution on Co-operative Pohcy of 
November 1958, advocated the organization of primary societies with 
the village as the basic unit The Working Group appointed for 
considering die administrative and organizational arrangements 
required for implementing dns resolution suggested two patterns one 
bung die organization of credit societies each of winch would ordi- 
narily have the village as die area of operation and m any case not 
cover a population of more dian 1,000 and die othei being the organi- 
zation of credit unions for a group of villages to undertake credit 
activities, the village societies in such cases being expected to deal 
with odicr activities 


Performance of Large-sized. Societies 

4 The organization of new large-sized societies was totally given 
up with effect from 1 April 1959 As at the end of die co-operative 
year 1958-9, there were 8,213 large-sized societies with a membership 
of 27 68 lakhs and loan operations of Rs 49 88 crores State govern- 
ments had contributed to the share capital of 5,011 societies to the 
extent of Rs 4 28 crores Besides providing credit, these societies 
distributed seeds, manure, agricultural implements, consumer goods, 
etc All such sales during 1958-9 amounted to Rs 5 09 crores 

5 The large-sized society was well ahead of the small-sized society, 
not only m respect of paid-up share capital, but also volume of deposits 
and level of loan operations as may be seen from Table 1 In 
large-sized societies, not only the averages per society but also those 
per member were higher than those for small-sized societies, m respect 
of loans, deposits and share capital In other words, performance in 
quantitative terms was higher, even after allowance was made for then- 
larger jurisdiction The Rural Credit Follow-up Surveys conducted 
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to be undertaken by such societies The conversion of existing small- 
sized or large-sized societies mto service co-operatives was in many 
instances undertaken m great haste And, to cite only a few illustrations, 
it took only four or five months to organize 177 service co-operatives 
m Byapur, 168 in Kanpur, 133 m Midnapore, 117 m Banner 
and io6mMohmdergarh districts Then there was the much-publicized 
establishment of ovei 10,000 service co-operatives m a major state, 
in the short period of about a month for the purpose of ceremonial 
‘ presentation ’ to the then Prime Minister That, here again, the 
rush job was completed and the target reached by the simple device 
of conveitmg existing primary societies mto service co-operatives, 
reflected the quality and nature of effort which went into programmes 
of this type 

Viable Primal les 

7 The question of the size of the co-operative at the primary level 
again came to the fore m i960, when the measures for enabling co- 
operative credit to support agricultural pioduction were reviewed 
The emphasis on the viability of the primary unit — winch had been 
the objective undeilying the organization of large-sized societies — 
came to be restoied, m some measure, with the Report of the Committee 
on Co-opeiative Credit (i960) and the acceptance of its recommenda- 
tions by the central and state governments This committee recom- 
mended that, while, as a general 1 ule, co-opei atives should be oiganized 
on the basis of the village community as the pi unary unit, where 
villages were too small, the number to be served bv a co-operative 
society might be increased in die interest of viability In the woids of 
the committee, ‘ one of die mam aims of future endeavour should be 
die piomotion of viable units of co-opeiative service and business 11 
A viable unit, according to the committee, was one which might be 
expected, within a leasonable time, to lender die moie important ot 
die services expected of credit societies both adequately and to as large 
a number of produceis as possible, widiout dependmg upon financial 
assistance from government except fora limited period Specificnllv, 
the society was expected to have the ability not only to command die 
services of competent personnel, but at the end of the stipulated period, 
to be able to meet fully the expenditure incurred on such personnel 
as well as die expenditure on rent, audit and supervision and provide 
for contributions to die education fund or common good fund md 
reserves and a reasonable return on share capital With a view to 
ensurmg compactness and convenience to members, die comnuttee 
suggested that the population covered bv a societv should not exceed 

1 Report of the Committee on Co-opcrui\e Credit 19ts) p 73 
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in a reduction of the total number of agricultural credit societies to 
1 20 lakhs 

10 Table 2 shows the number of primary agricultural credit 
societies, their average membership and loan operations in the various 
states in 1963-4, 1965-6, 1966-7 and 1967-8 It will be observed that, 
as a result of efforts made m amalgamating and liquidating weak and 
uneconomic units in pursuance of the programmes of reorganization 
drawn up m various states, the number of agricultural credit societies 
was brought down from 2 10 lakhs m 1963-4 to 1 75 lakhs in 1967-8 
Assam, Bihar, Madhya Pradesh, Tamil Nadu and Uttar Pradesh 
were the states in which the decline was significant In seven other 
states, viz , Andhra Pradesh, Jammu and Kashmir, Kerala, Mysore, 
Punjab, Rajasthan and West Bengal, the number of societies, either 
remained more or less stationary or fell slightly, reflecung die begin- 
nings of die impact of die new programme It was only in die two 
states of Gujaiat and Maharashtra where, as we shall see later, the 
programmes of reorganization had made htdc headway, that die 
number of societies increased duiing dns period It will be further 
observed from the table diat theie has been a rapid increase ui the 
average membership and also the loans advanced per primary society 
in almost all die states Judged by averages, however, the present 
position m almost all die states is very distant as yet from the standard 
set for viability It was only in two states, viz , Gujarat and Kerala, 
that die average loan business per society exceeded Rs 50,000 The 
average was between Rs 20,000 and Rs 50,000 in six states, Rs 10,000 
and Rs 20,000 m five states and below Rs 10,000 m three states Thus, 
while most states do not even satisfy die modest norm of a loan business 
of Rs 50,000, it is being mcieasingly recognized from experience diat 
viability calls for a much laiger volume of operauons, both on die 
credit side and die non-credit side In die light of these facts, it is eas> 
to understand why, as has been reported, only 27,000 societies had 
full-time paid secretaries during 1966-7 


Progress in Implementation 

1 1 The slow progress towards \ lability reflects the halting and h lli- 
hearted efforts so fir made in rcorganizauon at die prim m Ie\d 
This effort, as stated earlier, irnohes three stages, \iz , first, the for- 
mulation of standards of \ lability, second, a sunei for ldenumrg 
viable and potentially viable units and die formuluuon of a progr mime 
of amalgunauon and rcorg lmzatiou , and dmd, implement no l of 
die programme through steps to amalgamate, hqutd ite and reorg mizc 
m well-planned phases We ha\e been unable to get tile latest 
data of progress for all the states in uniform detail, cspeculU Js tl c 
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saqaioos jo jaquinu b aoBjd 01 luauiaSuBJJB Xjoiobjsubs b 31 sjapisuoo 
luauimaAoS aiBis aip iBtp sJBaddu osjb ij jbiqiqBiA joj pajmbaj 
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16. The importance of establisning economically sound and viable 
institutions at the primary le-.ei cannot he ov er-=m p hasiz ed . T-..-o of 
the factors '..'hie a im est it with a special significance are than iirsdy, 
a big expansion of co-operan-.e credit ts being planned to snooort 
intense e agricultural programmes and secondly , that the primary 
societies are expected increasingly to undertake name ting, drstnbunon 
and other aedvides. All this the socienes c ann ot do unless they are 
strong eno-gh both financially and ad mb. istradv eh . Experience has 
shown. that uneconomic units at the village le- el under the enectr'e 
implementation of progressi 'e pokdes, ’..nether it be iron the point 
of vie' of commanding the necessary organization in terms of a paid 
secremrc and other staff for operating a sophisticated production credit 
s- a tern or for undertaking allied lines of bmness such as the dim- 
badon of agricultural requisites and consumer arucles and assembling 
the members' produce for sale. Further, '.nth the entry of the com- 
mercial banks into the held of agricultural credit, there is the possi- 
bility that m certain areas the patronage of the bigger cultivators may 
be transferred, in part, to them and the primary socienes '..ill thus 
be left to cater mostly to a large number of smaller cultivators Unless, 
therefore the society casts its net '.vide and expands is area of opera- 
don, it may not be able to command the required volume of business 
and also attract able and competent leadership. Experience has also 
sho*..n that the success of the enure credit structure turns very much 
round efndency and soundness at the primary lev el, for it is here that 
the socier is closest to the culdvator. The task of reorganizing the 
structure at the primary let cl, therefore, assumes urgenc" for more 
than one reason. 

17. We hate referred earlier to the set-back which efforts towards 
viability at the primary let el suffered as a result of the sudden and 
unwarran ted reversal of policy in regard to large-sized socienes In 
fact, one of the handicaps faced in promoting viable units at present 
is that non-onf dal opinion, dred as it is of the frequent shuts in official 
policy m this regard, does not rule out further changes in the future 
The prune need at present is, therefore, for an assurance of a stable, 
long-term policy As v.e ha T e stated, there is no alternant e to having 
strong and viable units at the primary level and this is an urgent 
need as much from the point of vie’ of the sound working and health 
of the entire co-oneradve credit structure, as of the successful hnple- 
mentadon of agricultural programmes. We would, therefore emphasize 
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headquarters, we feel that it should be permissible to vary it from 
state to state as conditions differ widely both m respect of agiicultural 
potential and the availability of communications There are areas m 
which, with vasdy increased availability of pubhc transport and good 
roads, even a distance of six to seven miles does not cause undue hard- 
ship to die cultivator if he has to travel to die headquarters of the 
society for obtammg fertilizer, etc From another point of view, a 
larger jurisdiction becomes necessary for ensuring viability in certain 
areas where the densitv of population is not high and cultivation is 
at a relatnely low level of modernization and intensification We 
would, dierefore, emphasize die need for consideiable flexibility in 
this regard Two major considerations, howevei, should be kept m 
view One is diat die volume of busmess should be large enough to 
ensure diat the functions expected of the society can be satisfactorily 
■discharged In odicr words, it should be in a position to employ 
full-time paid staff and to have an office which is convemendy located 
and kept open regularly so diat it can supply fertilizer, etc , to the 
cultivator The odier consideration is diat die area of operation should 
not be so large diat die cultivator finds it inconvenient to obtain the 
service which he requnes from die society In both these respects, 
condiDons differ so much from state to state and even within each 
state fiom area to area that we consider diat no rigid limits can be 
placed on the territory winch can be covered In view of the increasing 
volume of business in terms of ciedit with die higher scales of finance, 
larger use of fertilizer and so on and the growing non-credit busmess 
representing increased sales of inputs as well as consumei articles, we 
expect that a sufficient base for viability can be found even withm 
territorial and population limits winch are fanly narrow All that we 
emphasize is that, m the short nm, if these limits have to be exceeded 
in certain instances, that should not be ruled out because of rigid 
conditions relating to population coverage or territonal hunts and diat 
discretion m such matters should be left to die state government and 
the state co-operative bank and central co-operative bank concerned 


Perspective of Viability 

20 We are of the view that, consistendy with the pohcy already 
agreed upon in regard to the promotion of viable units at the 
primary level, we have to set our sights higher than ever before 
What is required is that the activities of the primary agricultural 
credit society should increase in volume as well as in diversity The 
scales of finance which are generally increasing are bemg pushed up 
further as a result of programmes like the H V P which involve 
the use of large doses of high-cost inputs The supply activities of the 
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Table 4 


Economics of Typical Viable Societies (Projections) 

Rupees 



Society (A) 

Society ( B ) 


( Loan Business of 

( Loan Business of 

Details of items 

Rs 1 lakh and 

Rs 3 lakhs and 


Non-credit Business 

Non-credit Business 


of Rs 40,000) 

of Rs I lakh) 

(1) 

(2) 

(3) 

A Resources 



Share capital 



(a) Members 

20,000 

60,000 

(A) Government 

10,000 

10,000 

Reserves 

15,000 

25,000 

Deposits 

5,000 

50,000 

Borrowings 

88,000 

2,60,000 

B Expenditure 



Cost of secretary 

1,500 

2,400 

Clerks 

— 

2,400 

Darwan 

120 

240 

Office rent 

300 

600 

Supervision and audit 

700 

2,000 

Travelling allowance, etc. 

300 

600 


2,920 

8,240 

C Income 



From credit business 

2,720 

7,600 

From non-credit business 

1,200 

3,000 

From investments and deposits 

1,035 

2,855 


4,955 

13,455 

D Net Profit (C — B) 

2,035 

5,215 

E Distribution of profits 



Reserve Fund contribution at 25 per cent 

510 

1,305 

Other reserves at 10 per cent 

200 

520 

Balance available for distribution as 



dividend 

1,325 

3,390 

Amount that will be required for distnbu- 



tion as dividend at 4 per cent 

1,200 

2,800 


minimum standards stipulated for viability and that, m this process, 
there will be not only expansion and diversification in their loaning 
operations but also an increase in their deposits We envisage that 
such societies will develop into ruial banks which accept all types of 
deposits, render various banking services and offer different types of 
credit facilities It is well known that though, in principle, the agri- 
cultural credit societies have been expected to cater to the needs of 
all sections of the rural population, they have, in practice, largely 
confined their operations to farmers In the existing framework of 
arrangements m respect of rural credit facilities, there is a distinct gap 
so far as the non-cultivator sections of the village community are 
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24 We are, however, confident that persuasion on the part of 
the Co-operation Department and the central co-operative bank and 
die use of sanctions such as die denial of government share capital 
contribution, managenal subsidy and subsidy and loan for godowns, 
should help overcome such reluctance even if it should take a htde 
time to convince die leadership and membeiship of the concerned 
co-opeiatives In die last resort, if the efforts in all these directions 
piove ineffective, the Co-operation Department, in our view, should 
not hesitate to use die statutory poweis, where they are available, 
to order compulsory amalgamation of such societies, after giving care- 
ful consideration to all die likely objections which might be raised 
We observe, in dns connexion, that Co-operative Societies Acts m 
foui states, viz , Andhra Pradesh, Kerala, Maharashtra and West 
Bengal vest m the Registiar of Co-operative Societies the powers for 
compulsory amalgamation of co-operative societies under certain 
circumstances We would recommend that, wherever tins is lacking, 
die Co-operative Societies Act of die state may be amended to make 
an appropriate provision for the purpose We do not contemplate that 
this power will necessarily be used m many cases but the possibility 
that such powers might be exercised should itself help bring round die 
recalcitrant elements in the village co-operatives 


Unlimited. Liability 

25 Of the 1 79 lakh agricultural credit societies in the country at 
the end of 1966-7, 1 25 lakh were based on limited liability and o 54 
lakh on unlimited liability The latter which aie largely concentrated 
in die foui states of Andhra Pradesh, Haryana, Punjab and Tamil 
Nadu have, m fact, been declining m number over the years, as may 
be seen from the fact that there were as many as o 94 lakh such so- 
cieties in 1955-6 Experience has shown that unlimited liability operates 
as a constraint on the willingness of the society to liberalize its loan 
policies, to admit new members and to extend its area of operation 
It also presents some difficulty if the society is to receive contribution 
from the state government whose liability, inevitably, has to be limited 
In view of the need for liberalization of the lending policies on die 
one hand and extension of area and development of viable units 
supported by State partnership on the other, we recommend that a 
positive effort be made in all the states to conveit all agricultural 
credit societies to the limited liability basis There are indeed few 
societies, if any, which can hope to operate, in the new context, only 
on the basis of their own resources Then again, there is an increasing 
recognition of the need for extension of membership to cover all sec- 
tions of the rural population and even provision for appeal to the 
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in the past, but has now assumed increasing significance with the 
current trend of rising rural incomes It is obvious that the co-operatives 
should try to mobilize moie and more of savings out of these funds 
by way of deposits fiom members as well as non-members, in addition 
to the amounts winch they may collect by way of share capital It 
will not be practicable for several of the societies to accept all types 
of deposits because they may not be able to provide the necessary 
facilities An increasing number of viable societies should, however, 
endeavour to build themselves up to a position in winch they can 
offer all types of banking facilities including the issue of remittances 
and collection of cheques The scope for extension of rural banking 
is so vast and as yet unexplored that, even after allowing for the existing 
as well as proposed blanches of the central co-opeiative banks and 
the commercial banks, theie is room for the primary agricultural 
credit societies to play a significant role m tins sphere The societies 
can accept not only fixed deposits as they already do in many instances 
but also current and savings deposits It is mainly for these reasons 
that we have suggested eaiher that some of the agricultural credit 
societies may be developed into rural banks to provide various types 
of banking services and to mop up rural savings 


Finance for Non-credit Activities 

28 Another problem to which we should like to refer concerns the 
considerable volume of non-credit business — in agricultural requisites 
and consumer articles — which die societies are beginning to under- 
take and which is likely to mcrease further m the coming years To 
the extent that the goods are bemg obtamed on a consignment basis, 
(as with Pool fertilizer), the occasion or need for die credit society to 
borrow on account of non-credit business does not arise These ar- 
rangements may not, however, be piacticable in all cases and as more 
and more agencies enter the field of fertilizer distribution and die 
co-operatives seek to obtain supplies from different sources, it will 
become less and less practicable to depend, even for fertilizer supphes, 
on consignment facilities fiom the supphers In these circumstances, 
it may be an advantage if the co-operative can have a special line of 
credit from die central co-operative bank exclusively for such purposes 
and the share capital of the village society is specially strengdiened to 
die extent necessary for providing the base for such borrowing We, 
therefore, recommend that the central co-operative banks may sanc- 
tion, where necessary, special lines of ciccht for financing the distri- 
bution of fertilizers and odier agricultural requisites or that of con- 
sumei articles, taking appropriate safeguards with regard to die veri- 
fication of stocks, furnishing of stock statements, etc 
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Plan Following these recommendations and the need for larger 
subsidies in the context of die programmes foi organising viable societ- 
ies, Government of India raised the maximum amount of subsidy 
to Rs 1,800 per society, spread over a period of three to four vears, to 
be made available to societies which, being potentially uabh, were* 
unable fully to meet their managerial expenses during die period 
when their credit and non-credit business was being built up to die 
levels required for viability We recommend that a suitable financial 
provision be made for the purpose at an average ol Rs 1,500 per society 
to be spread over a penod of three yeais and diat this subndv be 
provided only to societies winch employ a full-time paid secretin. 

31 As rcoi ganization pi ogi esses, dicre will be a large and grov ’mg 
demand for tiained full-time sccrctaiics for the pumanes The lack 
of them has proved m certain states a serious impediment to the grou th 
of co-opciattve credit We suggest diat die probable staff requirements 
on this account in each district be estimated by the authorities ol die 
Co-operation Dcpaitment and the cential co-opcratnc bulk and 
steps taken well m advance foi die lecruitmcnt and training of secre- 
taries of primary societies We would emphasize here diat unhsa action 
is initiated at a sufficiently carlv stage in regard to the lecnntmuu 
and training of staff at the pi unary level, the whole programme is 
likely to be seriously ictarded 
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its introduction h is lutlu rio bun only p.u ti.il Tins assumes paramount 
import uiee \ uli the exp mdmg dimensions of co-opuative agricultural 
credit We huwiMi lid tint, 111 the light of the expeuence, a few 
modific ltions m cert 1111 isjku-. ot the s>stem as at present foimulated 
are naoun eitliu gmuilh 01 in particular aicas to suit local 
conditions 'ilusc arc indicated m tin following paiagiaphs in winch 
w e discuss llie lhe 1 'Si nil il ft mins ot the, s\ stem, viz , (/) determination 
of die quintum of loin 111 leiation to tile production outlay and 
rep mug cipieit\, (.1) disburse meiit ol a substanti.d poition of the 
loan in kind, ( ') 'e i'onaht% m tile aehaiicing and lepaymcnt of 
loans, ' ach muiig ol loans igunst the secuuty of the ciop radier 
Ui m against nd< to 1 tnd uul id streamlining ol pioceduies foi sanction 
and disbursement 


Oi \mum ot Lo IN 

3 I he Crop loin Muunl emisiges that a conference sliould be 
comcned c\cn )< ir, b\ eacli central bank, of the bank’s dncctors, 
presidents of 1 fi w ciedit 'oi leties, the field staff of the Co-operation 
Depirtnunt, die extension oibnab of die Agucultuic Department 
and rcpriseiitatnes of the. fu.!u/ia,ati raj institutions, to lcconnnend die 
scales of finance to be uluptcd lor die ciops grown in the area The 
central 1) ml. sliould then finalize the scales alter taking into account 
these recommend moiis, its own lesources position and the availability 
of inputs SecondK, the sc de of finance is to consist of (a) a cash 
component for triditiond cultivation which might not geneially 
exceed one-tlurd of the value of total gross pioducc under such culti- 
vation , ( b ) 1 find component representing modem inputs such as 
fertilizers and pisuuehs, and (c) an additional cash component up 
to 50 per cent of whit is drawn under (i) While all members will 
bL eligible for the first casli component (a) lncspcctive of whether they 
use fertilizers, the additional cash component (c) is to be allowed to a 
member only after lie lifts the kind component (b) Thirdly, the repaying 
capacity or the borrower is to be taken at half die estimated gross 
produce under the traditional system of cultivation, about a third 
of the gross produce being reckoned for short-term ciedit and the 
balance for meeting the instalment of mcdium-teim loans The use of 
components ( b ) and (c) is assumed to generate corresponding repaying 
capacity. It is with reference to these scales and on die basis of die 
acreage under different crops diat the co-operative will determine the 
quantum of credit to which a cultivator is entitled 

4 Aldiough it is now generally agreed diat the quantum of credit 
should be based on the application of rationally fixed scales of 
finance to die crop-cum-acrcage of borrowing cultivatois, the field 
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i.c ii;r d.o Id m.< tig it mi ill kot i {R ij tslli ill) shosud 

t’ ' , i ■ I i , :n,i lioitcii.. for tmnpmicnl oi) ssm hniig inflated 
1 m ‘ . under « ’ h imps s.hnh i irncd a higher 

i . . " < . It i. do fo u d th it the irr i tmdrr diffi r< nt crops 

1 ■ >. ,i },i ' e- * . * <’ . iiuiit ijgil c it. no of;.’ ocn to > in the jurisdic- 

. • i > J . "... r\rr»did tin’ told ire i under cultis nion m 

e Rim ,\c ippl.r it oi » of nine nion mh let ics vs ere ) 1 1 to 

1 e jc i r i» < d ,, d o, 1. j rr i rut ol tlie rur il households sv is cos i n d 

0 tu-c^r; ti ■ I.'' „;ur (lh..ii di) uul K lrnaf (I I u \ m i) districts, 

.5 »* ‘o n d • t ti ere >. i n s teni of serifs mg find holdings of 
. c, 1 ti/h . j 1 i-remrd uul the«redi( limit . s. ere b tied on the 
d i : 1 cd in ti .« if ; ud 1> • dm member. llieia elsi > blind irly, 

.a K i / nr d .ia t. ti e ;r p.trr of ! md rei ords ss.es not being ssnttcn 

1 j) d t! r.e *s . tin . no authentic r<*ord for strifsing tlic data 

: i:. ' a. n. i„r nlo, I’ irl ol the rnneds lies m ensuring that the 
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d it i \>,t) on! it is e p irlicul u i of u disidu d holdings an 1 icl.mg for 
a ore re m . th it one In » cri un art l», 1 nuts liase not hi i n siirseyul 

t 11 In * me other , dthongli 1 mds hisc been surveyed, die data 
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record > np-to d ite \\ nliout going into am broadi r qin stions i elating 
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jiiggi ,t th u the r< venue aiithontus at tin state level should svatcli 
pre.grt . m tin. ri .pret through a sy.tun of lelums, checks, ett We 
al o uggi ,t tli it tin agritullur.il t redit societus and ceutial banks 
jbonld tin m i Isis lilt tin initialise m getting the land recoids of 
tin ir member, up-to-date and th it it should be made obligatoiy on 
the rest nut officials m the villages to make available to the staff of 
the co opcratisi banks and other institutions piovidmg agucultural 
credit, del uh d md up-to-dnti information on holdings of the culti- 
vators m the relevant areas l mally, sve suggest that the co-operative 
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II Another modification which we would suggest relates to the 
(c) component of die scale of finance According to the Crop Loan 
Manual, dns component is expected to be roughly about one half of 
the \olume of credit drawn undei the ( b ) component, ie, in kind, 
and is conditional on the drawal of ( b ) Part of the rationale underlying 
the (c) component is Uiat it helps meet the extra cash outlay which 
becomes necessary because of die use of modern inputs It is also in- 
tended, partly, to provide an incentive to the cultivator to draw the 
kind component Expeiiencc shows that, m many cases, the (c) com- 
ponent does not figure at all m die scale of finance Even if it does, 
it is not found to be drawn on the lines envisaged, either because the 
component (a) is itself pitched at a fairly high level or because suffi- 
cient resouiccs are not available for the purpose Besides, this com- 
ponent does not seem to have much meaning if the total quantum 
of credit is itself small, as is the case m many parts of the countiy 
Morco\cr, we do not consider it proper to provide the cultivator 
with an incentive foi the use of fcrtihzer, etc , by offering an additional 
entitlement to credit m cash Nor can it be always assumed diat the 
additional cash cvpendituic resulting from the use of certain mputs 
is equal to about one half of then value Furthermore, die whole 
question of the kind component is itself under debate, as we shall 
point out m die next section, and, therefore, it is not operationally a 
satisfactory arrangement to link a cash component of credit to this 
ouday in kind. For all these reasons, we are of the view that die (c) 
component of the scale of finance is a refinement which avoidably 
complicates the procedure We recommend that dus be given up and 
that the scale of finance of co-operative credit consist of only two 
components, viz , cash and kind 

!2 It is by applying the scales of finance to the acreage of a member 
under different crops that his credit limit is determined Even in fixing 
the scales, however, account has to be taken not only of the ouday 
required accordmg to technical expeits for a paiticular crop at certain 
levels of use of inputs, etc , but also of the resources which the central 
co-operative bank is likely to command As we have stated earlier, 
where the norms are not realistically fixed with reference to either 
of these major considerations, the lending in actual practice takes 
place either on the basis of lower scales 01 on an ad hoc basis It has 
been suggested m the Crop Loan Manual that, where the constraint 
of resources is faced, die central co-opeiative bank should, by pre- 
ference, reduce the cash component (a) It appears to us that a rational 
approach to this problem requires, farther, that account should be 
taken of the fact that some members are in a position to meet the 
oudays on the farm to a larger extent from their own resources than 
other members In view of the overall shortage of resources available 
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it'd tin tMtiil ol disparity m holding-, imong mi min is Wi also 
eo <■ di r tli -t tluri li is to In* sonu gradualness m bringing about such 
ntio'ih moil, is even tin 1 irgi t ulmatois mas not be able to meet 
sub t mi il p iris ol tluir oull i\ fiom own rtsonreis till tluy have 
coins *ud rumimritiu oops for a liw stars What we momnund, 
tluri ‘ore i. not ms sit ol spmlie norms m thes< uspecis but the 
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sv.iim on tin bests of tin principle that, m lUtermming the lom to a 
culm itor, iei omit should hi t ihi n ol tin e\ti nt to which lit canmiet 
firm o’ltliss fiom his own rt sources On the saint principle, by way 
of u.di ting tin 1 irgi r culm nor. to uuli/i then own ri sources to the' 
m lMinuni i Mint possible m pri.fi relict to boi lowing irom tlie co- 
opcrm.is s.i rieomiiu nd tbit cooperative cudit liny be made 
cost’n m n spu t of n I ilnt h 1 irg< loins \\ e, therefon , suggest that 
iqretltunl i mill sueii in s in in idopt .1 ssstein of dillt initial rates 
o*' inti u t on dilTi n nt slab* ol borrowing so that the late of interest 
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to ri’siiri tli it tin In lilts ol 1 low r itt ol mttiest gtncialfy elnirged 
b. cooper itts t snumo gm s mils to the sjiull cullisatois who are 
more in need of it u.d not to tin lugir etiltisators who mi) be in a 
po .itio’i to p is high, r r iti s 

Disiiuiisbwi.NT is Kind 

i } Lnder the crop lo m svstt in, it is stipulated that whereas compo- 
nents (a) and (ij of the sc de of finance are to bt disbuisiil in cash, 
coiuj om nt (!>), sshicli re])resents the value of various inputs such as 
fertilizers, etc , is to be given only in kind I he desirability of disbursing 
a p irt of the credit in kind so as to ensuie its proper utilization has 
long bei n n cognized Progress m the actual implementation of this 
idi i has hos.’eser been slow and uneven and has not even begun 
in some st.ites such .is Assam 

i; In certain stales, viz, \ndhra Pradesh, Kerala, Mysoic, 
R tj isthan and r.inul Nadu, the practice is reported to have been 
reeuitls introduced a. a feature of the crop loan system In Andhra 
Pridt-xh, cintral buds aie r< quireel to give 25 per cent of the short- 
term lo 111s 111 the shape of fertihzus However, they aie also permitted 
to disbursi the ft rtihzt r content of the slioit-teim loans in cash after 
satisfying tin him Ivt s that tin re are no stocks with the distnct maiketing 
sock ties whir h art m cli.ugc of supply Central banks are often found 
to dubursi the entire loan 111 cash on the ground of inadequacy of 
fertilizer supply In Punjab, accoidmg to the Distinctions of the Regis- 
trar of Co-opciutivc Societies winch came into effect fiom hhanf 
1967, the ratio between the cash and kind loans was initially fixed at 
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less cash as pei the new scales than under the old scales, were allowed 
to draw the ( b ) component also m cash Similarly, in ceitain other 
banks which had adopted the three-component formula, the cash 
component was fixed at such high levels as to make it unnecessary for 
the borrowers to draw the kind component In Maharashtra, the system 
of issuing loans m kind was followed somewhat rigorously in the sugar- 
cane area, but not elsewhere Though this principle was generally 
implemented by the cental banks in Bihar and Madhya Pradesh, the 
disbursements in kind m the former state were 1 eported to be negli- 
gible as the demand for feitihzeis was low 

Position in Package Areas 

1 8 Although die increasing use of fertilizers and, as a corollary to 
it, die disbursement of the loans m kind ought to be two of the important 
features of the Package programme, the practice had not been in- 
troduced in all die central banks covered under the programme 
The studies in die IADP districts conducted by the Reserve Bank’s 
Economic Department on behalf of the Committee revealed that, 
of the seven districts selected for the study, the practice of issuing 
loans in kind was yet to be mtroduced, as at the time of die studies, 
in two distiicts, viz , Ludhiana and Pah In Ludhiana, though the 
societies normally issued the kind portion of the loan also m cash Dll 
1966-7 on the ground that the supply of fertilizer was not adequate, 
it was understood that the pracDce of issuing loans in kind was being 
followed rather strictly smce the year 1967-8 In fact, the scales of 
finance miDally laid down by the bank foi the year 1967-8 consisted 
only of the kind component In Pah, disbursement in kind had not 
been mtroduced, as distnbuDon of seeds and ferUlizers on credit 
was bemg undertaken by panchayat samitis In Aligarh district the 
system of disbursing part of the loan in kind was mD'oduced in the 
year 1962-3 when, for the first Ume, the bank undertook the financing 
of members on the basis of farm plans but, as stated earher, had to 
give it up as the cultivators were dissatisfied with it Since 1963-4, 
the raDo between the cash and kind porDon of the loan was bemg 
determined on an ad hoc basis and was varied from year to year This 
policy was reported to have been misused for getOng larger cash loans 
by showing crops requiring higher cash components While m some 
cases, the land component was not lifted at all, in some others it was 
availed of but sold away at reduced prices It was also reported that, 
m certain cases, the supervisors lifted the fertilizers in truck loads at 
the district headquarteis and sold them away through some commission 
agents m the black market In Mandya, Raipur and Shahabad, the 
system of land loans had made satisfactory progress, as will be seen 
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a sufficient number of distribution centres at points conveniently 
situated for the cultivator Though for the country as a whole, the 
number of co-operative distribution depots for fertilizers was placed 
at 54,603 as at the end of March 1967, the re tad distribution points 
were too few in certain areas with the result that the cultivators were 
required to go long distances to reach them As mentioned earher, 
inadequate supply of fertilizers and other inputs is another of the 
mam difficulties experienced in this context In fact, some of the central 
banks, which had introduced disbursement in kind, were reported 
to have given up the practice because supplies of fertilizers were stated 
to be not avadable In these circumstances, insistence on this condition 
means in effect the denial of credit. 

22 One of the reasons often advanced for the fadure of arrange- 
ments to disburse m kind is that the cultivators are not interested m 
the type or quality of the inputs stocked with the societies on account 
of their preference for other types, e g , fertilizer mixtures, instead 
of straight fertilizer This problem is likely to become even more 
important in the coming years in view of the Government of India's 
policy of allowing the manufactureis progressively greater freedom to 
market their products As a result of this policy, a number of retad 
dealers will be operating in the free market in the coming years in 
competition with the co-operatives and the cultivators will expect to 
have the freedom to choose the retader on account of the brand sold 
or the competitive terms offered Under such conditions, it will not 
be fair to insist that the loan will be avadable only if the cultivator 
lifts in kind the particular brand of fertilizers sold by the co-operatives 
Alternatively, the co-operatives will have to make arrangements with 
the private traders so that the latter release the fertilizers on the pre- 
sentation of the authorizations of the societies and later obtain pay- 
ment from the societies or banks as the case may be As experience 
has shown, the private dealers may not be helpful in every case There 
is also a possibility of the system of authorizations being abused 

23. The idea of disbursing a part of the loan in kind thus depends 
for its successful working on the establishment of satisfactory arrange- 
ments for the procurement of the stocks of the required inputs in ade- 
quate quantities and of the types required, and their distribution 
through a network of agencies conveniently situated from the pomt 
of view of the cultivator This mvolves, in turn, the establishment 
of a measure of co-ordination with all those concerned with these 
supphes These would include, among others, the marketing society 
which deals with distribution, the government which may not only 
be controlling the arrivals and distribution of hybrid seed, fertilizer 
and pesticides but also observing an order of priorities, e g , as between 
different crops, for the utilization of such supphes, and the private 
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it is set to be implemented m practice m quite a few .uc.is In Ancllira 
Pridesh, Bihir, Gujur it, Jammu .uid lxashnur, Maharashtra, Mysore, 
Lttar Pradesh mil West Bengal, the principle was being observed 
bv some of the cuitril banks, while odiers continued die old practice 
of issuing loins Uiroughout die \eir .uid collcetmg them towards die 
close of die co-operative ycir. In some slates such .is Tamil Nadu, 
wlule die seesoml pattern w.is being observed m the issue of loans, 
die dues for repismcnt were usu ill) not beuig fixed widi reference 
to the h irvcstin ' sc i.on On die odicr h.md, 111 states like Assam .uid 
M uilis 1 Pr idexh, die due d ites for lo tils eoi responded to the harvesting 
seasons, but lo ms were nortnwlh issued throughout the ye ir In at 
lc at ducc st ites, viz , Oru.i, Punjab and R ij.isdi.ui, se isonahtv Iiad 
not so f ir been idoptcd b\ central b inks I lie reeent field investigations 
conducted bv tlic \grieultur il C redit Department of die Reserve 
Buik for the Committee, dso mdicitc the uns itisfaeiory position ui 
lias rr < ud in various di .tricts selccteel lor investigation Out of fourteen 
darnels invetigatrd, centr tl b mbs m .is m mv is eiglit thstucts did 
rot observe the pruiuplc of season ditv in citlur lending or recovery, 
while one ban’. ob_crvcd the principle ui respect of recovery but not 
la ding 

Pi^: c~l 

zG I lie .low progress towards the adopuon of seasonality could be 
due to various re va»ns lor m uiy years, die co-operatives have been 
usi d to adv uicing lo uu diroughout die ye.ir .is and when members 
applied for them .md to recovering diem normally twelve montlis 
.dter lluir issue be vsonahty thus un oh es a departure from long- 
standing practice 'I he borrower has found dus convenient and does 
not niturdl) favour the discipline wiucli the change will imply 
I'urdier, die pr ictiee of usuuig and recoveruig loans all round die 
veir ficihlale-> book adjustmenis whereby old dues can be shown as 
In. mg been rep nd just before fresh advances are made This may 
not be po.ablr if season iluy is stricth follovsed and there is a distmet 
gap in lime belv ecu repiyments and fresh lendings 

27 We agree th it season day should be observed by co-opcntivcs 
m lending and recovery of production credit but would only emphasise 
die need for flexibility 111 implementing dus principle so .is to take into 
account special problems of particular arc.is For instance, in Punjab 
and some other states where irrigation facilities are available and the 
adoption of short duration lugh-yiciduig crops has enabled the culti- 
vators to carry on cultivation almost round die year, it would not be 
practical to msist on die issue and recovery of loans only during 
specified mondis of die ye.ir. Similar is die case with certain crops 
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require mnu for short-term loans Not only docs u involve limc- 
conMiming uul il thorite procedures .uul formalities but it may also 
h uidn ip the borrower m r using medmm-Urm .uul long-term loans 
for which mortg ige sietirilv is guurtllj essential Resides, tenants, 
ord lessee-. cti , who u count for die large muiibet of cultivators 
in e t rt un m 1. e umot provide this seeunlv lhe Rural Credit Survey 
ComimUc< therefore, tndoi.cd the reeoinnujul moil of die Agn- 
eultur.d 1 in mce Sub-( ommtUcc (19 }j) to tile eflect diat cridit 
si 'i vein's should not orehnirdi ittunpt mortgage finance but that 
lues should be rnihhd to hive i sliluior} eliargc on the crop for 
SC.UOU d fin im c provided bv tin in, to buttress personal security 'lhe 
Committee on Co-opt rmvi Credit (19(10), wlucli examined the 
poalion m this re.pret, found tli it insistence on mortgage of land for 
short-ic'in loins eonimurd to lie widesprcid and recommended that 
slort-teim loins .hoiild be provided ugumt personal surety Tins 
vs ill be pirtutdirl. rchvuit, is st lied earlier, for tm.uits whose 
lnlerc.t in I rid is not r udv identifiable 


.S c, cs 

jo Wc note th u this ret onunend itton of the Committee on Co- 
oper iti.c C redit is vet to lie ltnph menial in most st ites and that lo 111s 
s ; unsl perum d suretie, ire subject, in m un static, to ceilings fixed 
at vcr. lo a levels bevond which mortg ige is insisted upon I11 some 
st ites, the per.ons st inding is sureties ire required to be landowners 
'1 he limits for surety lo ins normally range between Rs 500 and Rs 750 
m \ndhri I’r idisli In the c ise ol soim of the banks in the 'lehmgana 
ire ., simple mortg igc l. insisted upon 111 the case of loans up to Rs 100 
while, for 1 irgcr lo uis, registered mortg iges are taken Recent invcsti- 
g moms coiulueted for the Committee in Guntur district revealed 
ill it, aldiough loans w« re 111 ide ig mist pirsonal sureties, such sureties 
v.erc required to be landowners In Assam, Rihar, Onssa .uul West 
Hcng d, lo ms up to Rs ',00 w« re provided against personal sureties 
but 1 irgrr loins tequired mortgage of land In certain central banks 
in West IJengil, Iiowevir, surety hunts wire even lower, and, in one 
of these btnJ., .is low as lo range between Rs 50 and Rs 100 In 
Kcr d i, Punj d> and I’aind Nadu, the lumt for surely loans was generally 
fixed it Rs 1,000 Mortgage of 1 uul was generdly insisted upon for 
lo ms e seceding tin. limit l lcld investigations in 'I iruchuapalli district 
(I tuul N ulu) revealed that, in one of the central co-operative banks 
in the district, 11/ , Pudukollai, although the limit for surety loans had 
bet n fi <i d at Rs 1 ,000, loans to the extent of onfy Rs 250 were provided 
to pure tenants irrir.pt t live of the acreage 01 crop cultivated, and that 
loo, only if the sureties were landowners In (Jttar Pradesh, though 
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the limi ts for loans against personal surety had been fixed at Rs 1,500, 
the field investigation in Basti district showed that tenants were not 
being advanced loans on the basis of prescribed scales of finance. 
Instead, they were being treated as non-agncultunst members and 
provided loans only up to Rs 300, irrespective of the size of holdings 
It is thus seen that in several states the limits for loans against personal 
sureties do not exceed Rs 500 and that in some cases they are even 
loner We are of the view that short-term production credit should 
not be made dependent on the borrower’s ability to provide mortgage 
security and that, therefore, there should be no arbitrary and unduly 
Ion ceilings on the amount which may be provided against personal 
sureties Further, m almost all the Co-operative Societies Acts, pro- 
lusion already exists for a charge of the co-operative society on the 
crops, cattle, fodder, implements, etc , and other moveable property 
of the borrowing member, subject onl) to thepnor claim of government 
Despite the practical difficulties encountered m identifying the culti- 
vator’s crop and enforcing the charge, this is a salutary provision, 
nhose significance cannot be ignored Talong all these factors mto 
account, we recommend that no cultivator should be denied full 
production credit on the basis of the agreed scales of finance if he 
can offer personal surety 


Charge on Land 

31 In this connexion, we would hie to refer to the practice which 
has developed of a charge being created by the borrowing cultivator 
m faiour of the co-operative society m respect of his mterest (whether 
as owner or tenant) in the land cultivated by him This was first in- 
troduced m the Co-operative Societies Act of the former Bombay 
State m pursuance of one of the recommendations of the Agricultural 
Credit Organisation Committee (1947) This provision which has 
now come to be found m Co-operative Societies Acts of several states 
provides that ever)* co-operative borrower, who owns land or has any 
mterest m land as tenant, should make a declaration creating a charge 
on such land or interest m favour of the society This secures for the 
co-opcra tn e society a first charge on land or mterest m land as specified 
to the extent of the members’ dues subject only to the prior claim of 
the go\ emment for land revenue Charge on land is not the same as 
mortgage in so far as it does not involve any transfer of mterest m the 
property. b\ the borrow cr At the same time, from the pomt of new 
of sccunt) for the lending society, this charge is almost as good as a 
mortgage, and cannot be superseded by any subsequent mortgage or 
purchase A good deal, how e\ cr, depends upon adequate adrrumstratn e 
arrangements being a\ ailablc for the recording of this charge with 
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the appropriate government authority. In fact, we observe that, 
in several states, these arrangements are not satisfactory and hence 
the provision for the creation of charge has not assumed significance 
m practical terms Apart from the advantages from the point of view 
of the lending co-operative, it should also be recognized that for the 
borrower too, the creation of a charge is a cheaper, simpler and less 
time-consuming process than a mortgage 

32. As security for short-term credit, then, personal surety buttressed 
by statutory charge should suffice It may be mentioned in this connex- 
ion that provision for die creation of a charge on land already obtains 
in Co-operative Societies Acts of eleven states The creation of such 
charge is in fact obligatory under several of them Even so, the practice 
of obtaining a charge has been m vogue only in Gujarat, Madhya 
Pradesh, Maharashtra and Rajasthan and in some areas of Mysore 
In odicr states, the provision is not being utilized, mosdy because 
satisfactory administrative arrangements have not been made for the 
registration of the charge As the Crop Loan Manual suggests, the 
charge created by such declaration is a convenient security which 
can go to support the personal surety which is even otherwise available 
A major advantage of the charge, where it can be secured, is that it 
ensures die continuing interest of the cultivator (who has borrowed 
from the society) m agriculture and his connexion with a particular 
piece of land either as tenant or as owner This will be of special 
significance particularly till arrangements for verification of holdings 
specified in die normal credit statement are improved Further, in the 
absence of this restriction, it may become easier for a cultivator who 
is indebted to the co-operative to borrow from a commercial bank 
without letting the latter know that he has already borrowed from the 
co-operative On the other hand, if the charge on land exists, the ad- 
vantage will be that the commercial bank can ascertain both from the 
co-operative and with reference to the government records whether 
a cultivator seeking a loan from it has already borrowed from the 
co-opcranve against that land by creating a charge in favour of the 
co-operative We, therefore, generally endorse the view that m keeping 
with die current practice, wherever possible, the co-operative may 
obtain a declaration in its favour by the borrowing cultivator on his 
identifiable rights or interest (whether as owner or tenant) in the 
land cultivated by him and recommend that satisfactory arrangements 
should be made for recording the charge on land created in favour of 
co-operauves We should, however, like to make two further points in 
this connexion One of these is that the insistence on a charge on the 
borrower’s interest m land should not be taken to the point at which 
a co-operative loan is demed to a cultivator such as an oral lessee who 
is engaged m production but has no idenufiable interest in land m 
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respect of which a charge can be created Secondly, ne are anxious 
that the ability of the cultivator to raise a long-term loan for which 
mortgage of land is usually required, should not be prejudiced by the 
creation of a charge in fa\our of the co-opera tn e which has made 
a short-term loan This can be ensured if it is provided, as has been 
done m the Maharashtra Co-operative Societies Act, that this charge 
is subordinate to anv claim of a land dei elopment bank against the 
mortgage of the same land We recommend that a provision be made 
on these lines m the Co-operative Societies Acts of other states 
also 


Gold Loans 

33 "While personal surety strengthened by a statutory charge ma\ 
be the ideal security for short-term credit, the co-operative should not 
be precluded from accepting anv other security if it is found more con- 
\cnient For instance, m Tamil Nadu till recendy, the practice of 
giving agricultural loans against the pledge of jew els and gold orna- 
ments v* as widely prevalent The sudden withdraw al of dus facihtv , 
as part of the measures to introduce progressive loan pohcies, accounted, 
m part, for a decline in the \ olume of co-operati\ e agricultural credit 
m parts of the state There is reason to believe that the disconti- 
nuance of the facility of gold and jew el loans led the cultivators m 
some areas to go back to the moneylenders who were prepared to 
offer such loans "We are of the view that so far as the loans are gi\ en 
for die purposes of production and that the size of the loan is deter- 
mined with reference to crop, acreage, etc , there should be no bar 
against gold ornaments and jewels being taken as security e\ en for 
the crop loan At the same tune, it should be understood that, for 
purposes of refinance facilities from the Resene Bank, advances 
against gold ornaments cannot ipso facto be treated as agricultural 
loans merely because they are grv en to cultivators The purpose of the 
loan has to be shown to be agricultural, for it is the nature of the 
purpose, and not of the security, that is relevant in this context. 

34 "We would further like to stress diat any liberalization m the 
existing practices should be brought about by persuading the manage- 
ment of co-op era ta\ es to appreciate the underlying principles and 
m\ ohing them acti\ cl\ in the programme of production-oncntcd 
credit of w hich such liberalization comes to form an incidental part 
There ha\ c been instances w here, as in the Package districts, the co- 
opera ti\ cs w ere at one stage almost forced to relax some of their norms 
regarding sccuntv, etc In such cases, w hen poor recoveries followed, 
the co-operatr\ cs w ere inclined to la\ the blame entirety on the pro- 
gramme authorities, without realizing that the banks w ere thcmselv es 
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intended to function as fully involved and responsible lending agencies 
Tins process of education is also essential if these measures are to be 
effectively implemented at the field level instead of being only formally 
accepted in principle 


Informal Tenancy 

35 The problem of financing informal or oral lessees has been 
intractable, so far as the co-operative is concerned, m several parts of 
the country and particularly so m areas such as Thanjavur where, 
m die context of the land legislation and die pressure of population 
on die land, the lease available to tenants is not only informal but 
uncertain m die matter of its continuance from year to year Various 
ways out have been suggested wluch will require, for their successful 
working, active support and participation by the local administration, 
e g , m die matter of certifying that a particular cultivator is the holder 
of a particular plot and raismg a specified crop The identification of 
rights and facts m the field of tenancy and tenures is a task so charged 
with political overtones and administrative weaknesses diat it is doubt- 
ful if institutional credit can operate on the basis of such arrangements 
Apart from any considerations of social and economic justice and 
■welfare, it is, therefore, essential even from the narrow pomt of view 
of ensuring die availability of institutional credit diat the rights of 
tenants should be effectively established and their status clearly indi- 
cated from the point of view of the lending agency, co-operative or 
other, as has been successfully done m certain states While we shall 
deal with die problems of credit for the small farmers and tenants 
m some detail m a later chapter, we would recommend, at this stage, 
that state governments should take effective steps for ensuring, in 
the context of the implementation of land reforms, that the institutional 
credit agencies are helped by the appropriate government machinery 
at the village and lugher levels m the identification of the holdmgs held 
as owners or tenants by those who seek credit for financing agricultural 
production We appreciate tiiat this is not unrelated to bigger issues 
of policy and implementation in the sphere of land tenures and tenancy 
but would emphasize that, without appropriate action on diese lines, 
programmes of agricultural production cannot succeed, if past ex- 
perience is any indication 


, Loan Procedure 

36 Timeliness of credit is of crucial importance in the crop loan 
system The loan procedure should, therefore, be so designed that the 
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borrower gets the loan at the time when he needs it and 'with the 
least possible difficulty Procedural form ah ties should thus be kept to 
the minim um, consistent with the need to ensure that the quantum 
of credit provided is not excessive in relation to needs and repaying 
capacity and that the funds are used for productive purposes As a 
pr elimin ary to the consideration of this problem, the procedure recom- 
mended for production credit m the Crop Loan Manual is briefly 
summed up m the following paragraph 

37 The pre-apphcation stage consists of the holding of the annual 
field •workers’ conference for recommending crop-vise scales of finance 
and the finalization of these norms by the central bank The first 
stage is that of application On the basis of the approved scales of 
finance, secretaries of societies or departmental supervisors prepare 
for each society a credit limit statement which serves as an application 
for the society as also for each member The general body or the 
managing committee of the society then considers the statement and 
recommends the amount for sancDon to each membei After deducting 
the society’s resources available for lending from the total demand 
thus arrived at, the managing committee applies to the central bank 
for the balance, routing the apphcaoon through the supervisory union - 
where one exists The second stage consists of the scrutiny and veri- 
fication by the bank’s inspector or supervisor of the particulars gnen 
in the credit limit statement m regard to the crops and acreages for 
different members He also gives a report on the society bringing out 
irregularities, if any, m its working, its o\ erdues, action against de- 
faulters, etc The third stage is that in which the normal credit statement 
is submitted w ith the inspector’s recommendations and the manager’s 
remarks thereon to the bank’s board or the loan committee and credit 
limits are sanctioned by that body The actual drawals on the limits 
thus sanctioned are, however, subject to the individual establishmghis 
eligibility with his society and the latter wnth the central bank, mainly 
with reference to the repayment of the earlier loan The fourth stage 
relates to the disbursement of the loan After a promissory note to cover 
the total loan is executed by the president of the society or whoever 
is authorized for the purpose, the amount of the cash loan is given to 
office-bearers who should disburse it to the members and send a dis- 
bursement statement to the central bank Alternatively, the office- 
bearers are allowed to draw cheques in favour of individual members 
who encash them at the nearest branch of the central bank So far 
as the limit in land is concerned, the primary society ma) issue to 
its members cither delivery orders on, or cheques in fat our of, the 
markcung society so that they can get fertilizers, etc , from it 'Wlicn 
the primary credit society itself undertakes distnbuOon, it supplies 
the required inputs to the borrow’ers as part of their loans 
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Present Position 

38 The procedures now obtaining m the various states are broadly 
similar, although there are mmor variations In most of the states, 
members intimate their demands for loans orally to the secretary or 
the president of the society, though in some states such as Bihar, 
Orissa and West Bengal, the individual member has to apply m writing 
and on a prescribed form An application of the society is then pre- 
pared by its secretary or die group secretary or the supervisor, put up 
to its managing committee or general body and finally sent to the 
central bank Societies’ loan applications are forwarded to the central 
co-operative banks usually through some intermediary agency, e g , 
the co-operative bank’s supervisors in Bihar and Orissa, and through 
die departmental supervisors and die Assistant Registrar of Co- 
operative Societies m Jammu and Kashmir In addition, m Gujarat, 
Maharashtra and Tamil Nadu, the applications are routed through 
local supervising unions In Assam, the applications are sent direct 
to the banks and the banks make enquiries through then supervisors 
In Punjab also, die ‘ A ’ and ‘ B ’ class societies send their applications 
direct to the bank, but * C ’ class and non-classified societies send 
them through die Co-operation Department Similarly, m Rajasthan, 

‘ A ’, ‘ B ’ and * C ’ class societies send theu applications to the bank 
direct, but the ‘ D ’ class societies are required to route them through 
the Co-operation Department. 

39 At the central bank level, the sanctioning authority is usually 
the executive or loan committee of the board which subsequendy 
ratifies committee’s decisions While, m Punjab, the loan has to be 
sanctioned by the full board, at the other extreme are cases m which 
this power is delegated to an individual such as the president or 
managing director or manager After the loans are sanctioned, the 
panchayatdars or managing committee members of the society execute 
the documents and draw the loan amounts from the central co-operative 
banks and disburse the loans to members at the headquarters of the 
society, usually m the presence of a co-operative supervisor or inspector. 
It is largely in Maharashtra that the disbursement to members through 
cheques is m vogue. 

Causes of Delay 

40 In the procedures followed m various states, there are a number 
of factors which make for delay The first is that the application forms 
prescribed are often too elaborate and require particulars winch are 
difficult to obtain We would, in this connexion, cite the reply of the 
Government of Assam to our questionnaire m which they have observed 
that c formalities connected with filling up of individual credit limit 
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statements take a lot of tune, and occasionally, the statements are found 
to be confusing as the bulk of individual members is illiterate and find 
it diffi cult to make advance planning 1 Again, for example, during the 
course of a visit of the Central Team of the Department of Agri- 
culture of the Government of India to Tikamgarh district m Madhya 
Pradesh m June 1966 for studying the arrangements for High-yielding 
Varieties Programme, the chairman of the Tikamgarh Central Co- 
operative Bank mentioned that a member of a co-operative credit 
society was required to sign four copies of the normal credit statement 
and that the total number of times the member was required to sign 
for obtaining a loan was as high as 147 On a later examination, this 
complaint was found to be substantially true A recent study of loan 
procedures m Package districts showed that m the West Godavan 
distinct (Andhra Pradesh), the credit limit statement to be prepared 
by the society contained as many as 36 columns which had to be 
filled m respect of all the members of the society whether they were 
borrowers or non-borrowers, defaulters or non-defaulters 1 The pre- 
paration of such a statement normally took 20 to 30 days, depending 
on the number of members In Orissa and in certain banks m a few 
other states, e g , Andhra Pradesh and Tamil Nadu, loan applications 
are not prepared by a society on behalf of all members at one time but 
piecemeal, as and -when members apply for loans In some areas there 
is a practice of preparing separate normal credit statements for the 
important crops grown in each season For instance, in the studies 
prepared by the Vaikunth Mehta National Institute to w Inch we 
have referred earlier, it was found that m Mandya district (Mysore), 
credit limit statements for food crops and sugarcane were being pre- 
pared b) the societies separately which resulted m duplication of 
work inasmuch as all the records, documents and enclosures to 
these statements had to be prepared twice by the secretary Both 
these practices result in duplication of work and avoidable waste 
of time 

41 In some states, the practice of getting mortgage of land as 
security is responsible for delays The execution and registration of 
mortgage deeds every tune a loan is taken is cumbersome, tedious, 
and often time-consuming, especially where the facilities for prompt 
registration of mortgage deeds are not adequate In earlier stages of 
Package schemes, the mechanical insistence on farm plans as a condition 
for credit also resulted m delays Again, according to the studies 
conducted for the Committee m Aligarh district (Uttar Pradesh) and 
Pah district (Rajasthan), among others, e\en where the normal credit 
limit statements were being prepared, the societies’ applications for 

1 Stud> of Loaning Procedures m Package Districts (1968), Vaikunth Mehta National 
Institute of Co-operative Management, Poona 
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the execution of guarantee, it is necessary to streamline the administrat- 
i\e arrangements at the state level for the purpose Considerable 
improiement, however, seems to ha\e occurred in recent iears in 
the sub mis sion of the loan applications to the Resen e Bank ahead of 
the seasonal requirements of funds, and credit limits for most banks 
in se\ eral states are now being fixed by the Bank m June and July 

45 Del a vs m disbursement of loans at the primary lc\ el after 
sanction is recen ed are often due to the defective procedure adopted. 
For instance, m West Godaian, the studies of the Vaikunth Mehta 
Institute on loan procedures m Package districts, referred to by us 
earlier, re\ealed that, after the central bank sanction was recen ed, 
applications for each member were prepared at the society Ie\el 
separatch for (t) cash component (a) and (i f) for kind component (b) 
and supplementary cash component (c) On both these applications, 
borrows ers is ere required to secure the signatures of tw o sureties The 
borrowers is ere thus forced to go m search of sureties twice It was 
found that the societies normalli took 30 days to disburse loans after the 
sanction of credit limits by die central bank In those areas is here 
the issue of loans m kind is being undertaken, delavs also occur because 
of the non-availabflit) of the relevant inputs This is sometimes due to 
the 01 erall scarcitv in die case of items like fertilizers or hvbnd seeds, 
but often the shortages are onl) local, caused by poor planning and lack 
of co-ordination D class in disbursement are also sometimes due to 
the ineligibility of the societies for fresh finance on account of their 
failure to repay die prescribed proportion of the demand for the pre- 
nous ) car Other causes for delays at this stage are associated with 
difficulties m compiling -with the security requirements, absence of a 
sufficient number of branches of central banks and in some areas, 
the insistence on a separate application for draw al. 

46 Producuon-onented lending inevitably involves a certain 
degree of procedural elaborateness if the purposes of the system are 
to be fulli subsen ed and facile credit is to be a\ oided E\ cry effort, 
how ci er, should be made to reduce the number of particulars required 
to the essential minimum, to expedite and improie the functioning of 
the agencies connected with scrutmi of the applications and to stream- 
line the arrangements for sanction and disbursement, providing for a 
reduenon in the number of authorities through whom the process 
has to be earned out, to the extent possible. Gnen the minimum 
procedural requirements which are una\oidable, efforts should be 
directed not onl) at reducing the present length of the process between 
application for a loan and its disbursement to the culmator but also 
at seeing that the process commences earl) enough for it to be com- 
pleted m time for the credit to reach the culmator at the time he 
requires it. k\ c, therefore, suggest that a calendar of operations be 



LOAN PROCEDURE 


495 

drawn up to cover the various stages of the lending process, with 
reference to the local crop pattern, credit requirements, etc , and that 
steps be taken to ensure that ever)- agency m\ol\cd keeps to this 
schedule. 

47 The following are some of the specific directions in which, we 
suggest, efforts miv be made to reduce the possibilities of dcla\ . How’ 
exactly* a particular suggestion should be implemented m anv gnen 
area has, liow'c\cr, to be determined widi reference to the casting 
loan procedures, the pattern of crops, availability* of staff and other 
local factors "\\ c, therefore, recommend that tins exercise should be 
sep match attempted bv each central bank with reference to the 
conditions obtaining in its area of operation 

(i) The forms should be simplified to die maximum extent possible 
and die number of places at which persons should be asked to sign 
mav be reduced 

(n) The practice of getting applications from individual cultivators 
mav be gi\ cn up w hcrc\ cr it obtains, as dicn signatures on die normal 
credit statements filled for diem should suffice 

(zzz) The practice of die societv apphing to die central bank for 
loans on a number of occasions, each time for a group of members, 
should be gi\cn up and one or more consolidated applications mav 
be sent up is ell m time, in order to a\ oid duplication of efforts and 
delay in sanction 

(zr) It mav be examined whether dicre is any part of die data in 
regard to cultivator s application for loan which can be assumed to 
be more or less constant and not requirmg annual review* before 
sanction of application The possibihues m dns regard arc somewhat 
limited, but should be explored, as it may not be assumed diat die 
tenancy status, the size of holding and die crop pattern varv for all 
cultivators m e\ cn* area from year to } car. 

(r) To die extent diat die dclav m sanction results from die incom- 
plete and inaccurate preparation of applications or die normal 
credit statements, efforts should be made to impro\e die position 
by providing for suitable staff and giving diem appropriate training 
The viabihtv of societies is most important m dns context, because 
it is only* y\hen die societies can employ* qualified, trained and 
full-time secretaries diat dus yvork can be attended to satisfactorily* 
and according to schedule 

(r i) The practice of routing die applications of societies dirough 
an officer of die Co-operation Department as a general rule should 
be giy cn up They should be so routed only m special circumstances 
and for special reasons 

(rzz) "Wherever provision for delegation of poyvers of loan sanction 
does not exist, arrangements should be made for loan committees 
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to be constituted and v ested with the appropriate powers of sanction 
of loans Similarly, once the sanction has been obtained, drawal need 
not be made dependent on further sanction by the loan committee 
or by the board but should be permissible with the approval of an 
officer of the central bank m the central office or the branch, who 
will satisfy himself that the individual or the society has acquired 
eligibility for a fresh loan as a result of the repayment of earlier dues 
m entirety (in the case of individuals) and up to the qualifying 
proportion (m the case of the society) or as a result of extensions 
granted 

(mu') Branch extension by the co-operative banks should help to 
speed up the disbursement of loans to the extent that the point 
of disbursement is brought nearer to the cultivator and the drawal 
of loans by cheque can be introduced 

48 In view of the delays in the sanction and disbursement of 
co-operative credit m several areas and the likelihood that several 
reforms m loan procedure suggested m the Crop Loan Manual or m 
the foregoing paragraphs mil take some y ears to be introduced effect- 
lv ely in the field, v\ e recommend that, somewhat on the lines of a 
similar practice adopted in one or tv\ o states, an arrangement may be 
tried m selected areas and on an experimental basis, for enabling a 
cultivator to acquire automatic entitlement of production credit from 
his societv for a particular year, provided he has repaid his previous 
dues promptly and m full Such entitlement may be restricted to 75 
per cent of the limit sanctioned to him during the previous year, the 
balance being made available to him after the current year’s normal 
credit statement has been approved To the extent of the total of indi- 
vidual limits so treated, the primary agricultural credit society should 
also have an automatic line of credit from the central bank By v\ ay 
of caution, this experiment may be subject, in the first instance, to the 
following safeguards 

(a) This facility may be provided only m societies which have 
attained viability or have approached that stage, have a satis- 
factory record of repayment of dues to the central bank, employ 
a full-time paid secretary and are classified as ‘A’ or ‘B’ under 
audit 

(b) The facility maybe restricted to members who have not defaulted 
to the society in the two previous years preceding the season for 
which the loan is being saneboned 

(c) The experiment may be tried only in areas covered by the 
Package programme or the Intensive Agricultural Areas Programme 
or the High-yielding Vanebes Programme 

(d) To start with, the facility may be provided only' in regard to 
the kind component of the loan 
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(e) For the first two years of the working of this scheme, if necessary, 
the supervisory staff of central bank dealing with the societies selected 
for this experiment may be suitably augmented 

( f ) The experiment may be reviewed after two years of working 
and extended to other areas if the expenence is satisfactory 

(g) This experiment may be tried only by central banks which have 
a loan business of at least Rs i crore, a comfortable position in regard 
to own resources and a record of satisfactory working as indicated 
by audit classification, repayment performance, etc 

49 Another experiment which we recommend relates to decentral- 
ization of the loan sanction powers of the central bank at two stages 
The first, which is perhaps already in vogue in a few places, is that 
advisory committees may be set up at each branch of a central co- 
operative bank and limited powers of sanction of loans to societies 
covered by the branch be vested in such committees, subject to a 
financial ceding on the amount which may be sanctioned m the 
aggregate, the latter bemg based on an allocation of the available 
resources of the bank among the branches The othei experiment can 
be that of permitting selected agncultui al credit societies which have 
a fair record of efficient operation and satisfactory repayment per- 
formance to sanction loans to their members up to certain financial 
cedings The society may be required to get the approval of the central 
co-operative banks only if this limit is exceeded This, again, should 
be undertaken as an experiment in a selected number of good societies 
with substantial owned funds and further extended gradually with 
expenence Both these measures may help to reduce delays in the pro- 
vision of co-operative credit to the extent that they eliminate some 
stages of die process of sanction 


Credit Cards 

50 One of die suggestions made for the quick and assured supply 
of credit to the farmer relates to the inti oduction of a system of vouchers 
or credit cards Various proposals have been made in this regard from 
time to time One of the earhest was a suggestion for the issue of credit 
cards to farmers, which was put forward m 1965 by the dien Union 
Minister for Food and Agnculture, Shn C Subramamam The Siva- 
raman Committee on Fertilisers (1965) had earher recommended the 
introduction of a system of credit cards backed by the guarantee of 
the Food Corporation of India to facilitate supply of fertilizers to culti- 
vators on a credit basis through authorized depots The cards system, 
the Committee felt, would go a long way to mitigate the hardslups result- 
ing from the insistence of the co-operatives on the purchase of only 
the particular type of fertilizers available with them, as the farmer 
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crops The impact of land reform measures on the pattern and extent 
of ownership and tenancy on the one hand, and the incidence of crop 
failure which does affect the cultivator’s credit needs and repaying 
capacity on the other, also underline the need for a periodical review 
of the borrower’s position by the credit agency If, therefore, the 
position of each cultivator has to be examined each year for determining 
his credit entitlement, especially where the lender is the co-operative 
dealing with a large number of cultivators, the preparation of the 
credit cards will not be a simpler task than the preparation of the 
normal credit statement In either case it will be equally necessary for 
the work of scrutiny, etc , to be started early enough and completed 
expeditiously and efficiently The mere introduction of credit cards 
cannot by itself ensure timeliness of credit On all these considerations, 
we are extremely doubtful whether a system of credit cards can be 
of general application in the present conditions 
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states The overdues were high not only m the co-operatively less 
developed states, but even in the relatively advanced states of Maha- 
rashtra and Tamil Nadu The position was most unsatisfactory at the 
end of 1966-7 in Andhra Pradesh, Assam, Jammu and Kashmir, 
Mysore, Orissa and Rajasthan 'where overdues had exceeded 40 per 
cent of the outstandings at the primary level Recoveries were only 
shghdy better m Bihar, Madhya Pradesh, Maharashtra, Tamil 
Nadu, Uttar Pradesh and West Bengal where this proportion ranged 
between 30 and 40 per cent. Overdues formed 20 to 30 per cent of 
outstandings in Gujarat, Plaryana and Kerala and in Punjab this 
proportion was the lowest at 17 per cent 

3 From the provisional data for the year 1967-8 given in Table 1, it 
is seen that in eight states, viz , Andhra Pradesh, Assam, Gujarat, Jammu 
and Kashmir, Madhya Pradesh, Orissa, Tamil Nadu and Uttar Pradesh, 
there was a substantial reduction m the proportion of overdues to out- 
standings at the primary society leveL The position was more or less sta- 
tionary m four other states, viz , Maharashtra, Mysore, Punjab and 
Rajasthan, while in the remaining four states of Bihar, Haryana, Kerala 
and West Bengal there was further deterioration In four states, the pro- 
portion of overdues to outstandings exceeded 40 per cent , m four other 
states this proportion ranged between 30 and 40 per cent There were five 
states in which tins proportion was between 20 and 30 per cent, while 
m only one state was it below 20 per cent. So far as the proportion of 
overdues to outstandings at the central bank level is concerned, there 
was an improvement m the position as compared to that in the previous 
year, only in six states, viz , Andhra Pradesh, Jammu and Kashmir, 
Orissa, Rajasthan, Tamil Nadu and Uttar Pradesh In five states, viz , 
Assam, Bihar, Haryana, Maharashtra and West Bengal, there was 
further deterioration, while m the five remaining states, the position 
was more or less stationary It would thus appear that the recoveries 
m the co-operative credit structure in a majority of the states did not 
benefit from the fact that the crops were generally good m 1967-8 
4. If members default to the agricultural credit society, the latter 
cannot honour its obligations to the central bank beyond the limited 
extent to which it has free own resources for the purpose Once die 
society’s overdues to the central bank exceed a stipulated proportion of 
die demand (which vanes from state to state), the society cannot 
obtain, and hence make, fresh loans In the circumstances, even the 
members who can repay, do not, as they doubt if they will get fresh 
finance This aggravates the overdues position Not only is die flow of 
finance to the ultimate borrowers blocked but the arrears bring down 
die classification of the central bank in audit which, m turn, results 
m a reduction m its pnma facie credit eligibihty Further, as the Reserve 
Bank fixes the size of the credit limit to a bank taking mto account its 
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capacity to absorb ovcrducs, the limit is likely, on this account, to be 
less than what it could otherwise be The bank cannot use even tins 
limit fullv as drawals have to be backed by non-ovcrduc cover This, 
m turn, means further reduction in lendings which, in a sequence of 
cumulatn c effects, leads to more ovcrducs, dormancy of societies and 
stagnation, if not recession, of co-operative credit 

Causes of Overdues 

5 In view of the critical significance of overdues, it is necessary to 
examine, 111 some detail, the factors which account for them It is 
common to attribute die deterioration m this regard to one or two 
causes The \ancty of influences and circumstances at work m tins 
context, hois c\ cr, makes any simple explanation inadequate There 
arc many rclciant factors of which die more important are considered 
m die following paragraphs Some of the factors arc internal to die 
co-opcratn c credit structure and others external to it 


Unsound Lending Policies 

6 We have already referred in the preceding chapter to die defective 
loan policies which have resulted m co-operative credit in certain areas 
being pros ided in excess of need and repaying capacity or at die wrong 
time or without reference to purpose The failure to make credit 
pioduction-oncntcd — which is what these defects reflect — lies at the 
bottom of ovcrducs in many states Where, for example, credit is based 
on die assets, the cultivator is likely to be over-financed, 1 e , advanced 
loans beyond his repaying capacity Again, when large sums are 
provided m cash, credit may be misapplied and difficult to recover 
At the other extreme, there arc instances m wluch the loan is so small 
that the borrower has necessarily to resort to anodicr agency as well 
Usually, after marketing his harvest, the borrower from die co-operative 
first discharges die odicr loan for different reasons such as its higher 
rate of interest, the pressure from that agency and the promptness and 
flexibility of such credit It was indicated, for instance, m the report 
on the field investigation conducted for die Committee by die Agri- 
cultural Credit Department of the Reserve Bank m Guntur district 
(Andhra Pradesh) that the preference shown by members to repay the 
moneylenders’ dues was one of the major causes of co-operative 
ovcrducs 

7 The tendency to over-finance is not, however, restricted to areas 
where the loan is based on ownership of assets but extends even to 
states such as Maharashtra wluch has adopted the crop loan system 
Not only arc die scales of finance in some districts being continuously. 
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though unjustifiably, raised from year to year, but the acreage figures 
are also sometimes inflated m order to push up eligibility for finance 
and facilitate repayment of earlier dues Overdues, though now con- 
cealed, become obvious -when the scales cannot be increased any 
further Similarly, where the facade of satisfactory recoveries is kept 
up mainly by issuing jew el loans or medium-term loans and adjusting ' 
the dues m respect of production loans, the latent ov erdues get exposed 
when restrictions on such loans and the introduction of seasonality 
reduce the scope for such adjustments 


Inadequate Supervision 

8 The effects of unsound lending are aggravated m almost all the 
states bv poor arrangements for supervision This was cited as a major 
cause for overdues m the reports on field mi estigations conducted for 
the Committee by the Agricultural Credit Department of the Resen e 
Bank of India in the districts of Basti (Uttar Pradesh), Burdwan (West 
Bengal), Durg (Madhya Pradesh), Guntur (Andhra Pradesh), Kota 
(Rajasthan), Now gong (Assam) and Pumea (Bihar) The deficiencies 
in this regard relate as much to the inadequacy of staff for the puipose 
as to the unsatisfactory quality of their work In several areas, for 
example, the staff is not adequately trained or qualified Their 
functions are not alts avs -well defined Nor is there a systematic check 
to ensure the performance of those functions Bad supemsion makes 
it possible for loans to be di\ erted to non-productive purposes All this, 
in turn, increases the overdues A studv carried out by the Programme 
Evaluation Organisation in the Planning Commission on the utilization 
of co-operatn e loans m 1965 rev ealed that, of the 946 selected members 
of societies who borrowed shorr-term loans m 1961-2, 40 per cent had 
diverted the loans from the a\ owed purposes — 17 per cent whollv 
and 23 per cent partly Similarly, 40 per cent of the sample of borrow ers 
of medium-term loans diverted such loans to other purposes In terms 
of amount, the share of the two categories of loans so div erted was 
23 per cent and 35 per cent respectively of the total loans under each 
category About 30 per cent of the amount di\ erted was used for 
consumption or other household needs and about 25 per cent for the 
repayment of old debts The dn ersion of short-term credit was signi- 
ficanth high in the states of Kerala, Orissa, Rajasthan, Uttar Pradesh 
and "West Bengal and that of medium-term credit in Andhra Pradesh, 
Kerala, Orissa, Punjab, Rajasthan and Uttar Pradesh 

9 Proper supervision cannot be ensured unless it is entrusted to an 
agency appropriate for the puipose The accepted aim of policv , viz , 
that this responsibility should rest with the central financing agenev, 
has now been achieved m most states "While the responsibility for 
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supervision over the primary credit societies is with the central financing 
agency in Andhra Pradesh, Gujarat, Kerala, Madhya Pradesh, Mysore, 
Orissa and Tamil Nadu, this function is exercised by the Co-operation 
Department in Bihar, Haryana, Jammu and Kashmir, Punjab and 
Rajasthan But even the governments of this group of states (except 
Jammu and Kashmir) have decided to transfer this function to the 
central financing agencies gradually It is learnt that in pursuance of 
this decision m Bihar, Haryana and Punjab, the work of supervision 
in certain areas has already been taken over by central banks In 
Rajasthan, assistant inspectors of the Co-operation Department have 
been placed on deputation with central banks for this purpose, although 
administrative control over these inspectors has not been fully trans- 
ferred to the central banks In Assam and West Bengal, the central co- 
operative banks share this responsibility with government Although 
supervision is supposed to be exercised by the supervising unions in 
Uttar Pradesh and Maharashtra, the supervisors in these two states 
work more or less under the control of the Co-operation Department 
In Maharashtra, however, in addition to the supervisors of the umons, 
the central banks also have their own staff for supervision over affiliated 
societies 

ro Turning next to the content of what may be described as 
supervision, one may broadly classify this set of functions into two 
categories financial and administrative Though some of these func- 
tions overlap, the former would mclude functions such as those of 
ensuring that the loans drawn by societies are within their maximum 
credit limits and that the loans disbursed are within the lumts sanc- 
tioned, assisting the society’s staff in the preparation of loan applica- 
tions, examining books of account, preparing inspection reports, 
getting defects rectified, convening general body meetings, revising 
property statements, etc The mam administrative functions arc to see 
that the society works m conformity with co-operative principles and 
its by-laws and that the Departmental suggestions are carried out, and 
to enquire into complaints 

n It is now almost generally agreed that, so far as financial super- 
vision is concerned, the central financing agency is the best agency, 
especially as it is vitally interested in the safety of the funds lent bv it 
Its supervisor may, however, be so preoccupied with tlus aspect of 
supervision that he cannot give adequate attention to its administrative 
aspects to which we have referred The latter may, therefore, be left to 
the staff of the Co-operation Department or the state co-operative 
union We would not, therefore, rule out an arrangement under n Inch 
there are two sets of staff, one controlled by the central bank and 
attending to the financial aspects of supervision and the other, 
controlled by the Co-operation Department and attending to its 
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administrative aspects In fact, a division of functions on these lines 
already exists in some states such as Maharashtra, where the central 
banks have their inspectors and the taluka unions their ovm supervisors 
The respective duties of the Union/Departmental supervisors and those 
of the bank should, however, be clearly defined so as to avoid 
duplication and overlapping 

12 We strongly recommend that the task of entrusting the central 
financing agency with financial supervision, which, has been an 
accepted pohcy for the last few years, should be implemented without 
any further delay "Where the state governments have been reluctant 
to effect this transfer because of their eagerness to have staff at their 
command for certain administrative functions, provision may be made 
for limited field staff for this purpose to be employed by government 
or by any machinery like the supervision boards, which the state 
government may specify for the purpose 

13 The efficiency of the supervisor depends, inter alia, on his work- 
load The norm put down in the Action Programme of the Government 
of India is that there should be one supervisor for every 20 societies 
(large and small) Staff on this scale is not, however, m position in 
many states The charge varies from state to state and often from one 
area to another m the same state The charge per supervisor was 
roughly 15 to 20 societies m Andhra Pradesh, 5 to 15 societies in Assam, 
25 to 30 societies m Haryana and Maharashtra, 8 to 10 societies m 
Jammu and Kashmir, 20 to 25 societies m Mysore, 9 to 31 societies in 
Orissa and 23 to 43 societies m Uttar Pradesh The average number of 
societies per supervisor was reported to -work out to 25 in Gujarat, 15 
m Kerala, 30 m Punjab and Rajasthan, and 32 m West Bengal In' 
Madhya Pradesh a supervisor was stated to be normally m charge of 
40 small-sized or 25 service or 15 large-sized societies In certain areas, 
however, the charge -was often much higher For instance, the average 
number of societies under the charge of a supervisor was 25 m a district 
of Assam, 53 m a district of West Bengal and 26 m a district of Andhra 
Pradesh In Mysore, there were only 16 supervisors in one district as 
against 31 required on the basis of 20 societies per supervisor and 
only 26, as against the requirement of 46 supervisors, in another dis- 
trict The supervisor was, therefore, often overburdened and unable to 
function effectively We feel that the present practice of reckoning the 
adequacy of the number of supervisors solely with reference to the 
number of societies under the charge of a supervisor is not a satisfactory 
method of assessing the work-load, particularly because the amount of 
■work wluch a supervisor has to attend to is not uniform for all the 
societies For example, a society where the volume of loan operations 
is relatively high or where non-credit business is sizeable, will imply 
more work for a supervisor than another where the loan operations 
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For instance in one district in Uttar Pradesh it is reported that the 
non-official leaders were talcing no interest in recoveries and they were 
in a majority of cases reluctant to pursue coercive action as they were 
themselves defaulters It is stated that m a district m Bihar, secretaries 
and other officials did not show interest in collecting the dues when it 
concerned them or members in whom they were interested Similarly, 
indifference on the part of office-bearers m the matter of recovering 
dues was reported m a district in Andhra Pradesh and one in Maha- 
rashtra Factions were also responsible m several cases for overdues 
This was reported to be the mam reason for the rising overdues in the 
Package district of Mandya m Mysore State Similar was the case m a 
central co-operative bank in Andhra Pradesh where open propaganda 
was conducted m some villages not to repay the loans to the central 
bank 


Political Factors 

1 6. Political, factional and other considerations have sometimes led 
to facile financing as also to the failure to make a determined drive for 
recoveries and to proceed with coercive measures against defaulters 
Laxity m the matter of insistence on prompt and foil repayment has 
been m evidence m many areas, particularly on the eve of elections 
We have already stated, m Chapter 7, that increased overdues in 
1961-2 could not have been unconnected svith elections at different 
levels We have also come across instances in which, at the time of 
elections or m other contexts, political leaders are reported to have 
advised cultivators not to repay co-operative dues, assuring them in 
some cases that extension of the period for repayment would be secured 
for them Apart from the impact of these factors and the result of 
cer tain policies in regard to the provision of taccavi which, as ire have 
indicated m Chapter 11, affect the repayment performance m respect 
of co-operative dues, the major cause of overdues which is external to 
the structure is the incidence of natural calamities with which we shall 
deal m the following section 

Overdues arising from Crop Failure 

17 Experience has shown that natural calamities such as severe 
drought, floods, cyclones and hailstorms, and pests result in wide- 
spread, and sometimes complete, loss of crop and affect the cultivator s 
repaying capacity every two or three years m different parts of the 
country Though the impact of this factor is sometimes exaggerated, 
the problem is quite real and serious m several regions where floods 
are frequent or, at the other extreme, droughts are prevalent, or 
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agriculture depends on sparse or occasional rams It was in order to 
deal with overdues that might be so substantial as to dislocate the 
working of the co-operative credit structure that the Rural Credit 
Survey Committee recommended arrangements for conversion of short- 
term dues mto medium-term loans m certain contingencies The Com- 
mittee also recommended, for this purpose, the constitution of agri- 
cultural credit stabilization funds m co-operative credit institutions at 
different levels as well as a similar fund at the national level with the 
Reserve Bank The former were to be created out of profits of the 
institutions as well as from contributions made by the state govern- 
ments out of dividends payable on the shares held by them m such 
institutions The Committee also recommended that the Government 
of India should constitute, under the Ministry of Food and Agriculture, 
a fund known as the National Agricultural Credit (Relief and Guaran- 
tee) Fund to help co-operatives write off overdues which result from 
recurrent and widespread crop failure and threaten the stability of the 
credit structure Assistance from the National Fund was to be made 
conditional on a stipulated contribution bemg made for the same 
purpose from a corresponding Agricultural Credit (Rehef and Guaran- 
tee) Fund maintained by the state government, the proportion to be 
met by the latter bemg related to its financial strength The state funds 
were to be built up from (z) an annual budgetary provision and, 
(zz) part of the excess of the dividend earned by the state government 
on its share capital m the various co-operative credit institutions over 
and above a particular minimum 


Stabilization Arrangements 

18 As indicated m Chapter 2, the Reserve Bank of India Act was 
amended m 1955 to provide for the establishment of the National 
Agricultural Credit (Stabilisation) Fund for converting into medium- 
term loans the short-term dues of state co-operative banks to the Bank 
for agricultural purposes when the state co-operative banks were 
unable to pay such dues because of drought, famine or other natural 
calamities The Fund which had been created on 30 June 1956 with 
an initial contribution of Rs 1 crore rose to Rs 1 o crores at the end of 
1964-5 as a result of similar annual contributions m subsequent years 
In anticipation of a large demand on the Fund owing to the ■wade- 
spread drought conditions m the country, the contribution was stepped 
up to Rs 6 crores m 1 965-6, and further to Rs 9 crores in 1 966-7 
Inclusive of the contributions of Rs 8 crores m 1967-8 and Rs 2 crores 
m 1968-9, the amount to the credit of the Fund was Rs 35 crores 
19 There were no drawals at all on the National Fund until 
1964-5 All the requests for assistance received m earlier years were 
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rejected by the Reserve Bank on the ground that the co-operative 
credit structure of the concerned state had adequate medium-term 
resources for converting the short-term dues or that the apex bank was 
in a position not to default to the Reserve Bank or that the ov erdues did 
not have their origin in crop failure It was at this stage found necessary 
to lay down objective criteria m regard to the circumstances m w hich 
co-operative banks would qualify for stabilization assistance and the 
extent to which these operations would be financed from different 
sources and also to spell out the modus operand i for such operations 
Therefore, the Resene Bank, m consultation with the Standing 
Advisory Committee on Rural and Co-operative Credit formulated a 
scheme, of which the following are the important features 

(i) Onl) short-term loans advanced for agricultural purposes in areas 
where the annawan declared is less than six annas (1 e , less than 50 
per cent of the normal crop) will be eligible for com ersion facilities 
from the National Fund The Resen-e Bank will be prepared to 
consider the applications of banks even on the basis of a tentative 
indication and also com ey its sanction in advance, but the drawals 
wall be subject to declaration as abov e 

(it) The central banks wall not be eligible for assistance from outside 
sources to the extent of more than 85 per cent of the extent of relief 
(1 e , amount of short-term outstandings needing com ersion into 
medium-term) If the total extent of rehef is less than the balance in 
its stabilization fund, the central bank will not need any assistance 
from the apex bank If, how ever, the amount m the fund is more 
them 15 per cent of the extent of rehef, the bank wall apply to the 
apex bank only for the excess On the other hand, if the amount m 
the fund is less than 15 per cent winch represents its share, the bank 
will first utilize the entire amount m the fund for com ersion and fall 
back on its other resources for the balance by sparing funds from the 
surplus in its fluid resources or by reducing its loans to low priority 
sectors In utilizing its resources in excess of those in the stabilization 
fund for conversion, the bank wall have to ensure that this invest- 
ment, together with other medium-term loans, does not exceed 50 
per cent to 60 per cent of its total disposable medium-term resources 
To the extent that, on these considerations, conversions do not 
become feasible, the central bank will have to be satisfied with 
merel) granting extensions to some societies 

(rii) The apex bank wall be responsible for granting conversion 
facilities to a central bank to the full extent of its eligibility as 
determined abov e The apex bank will utilize the amount to the 
credit of its stabilization fund first for the purpose and approach the 
Reserve Bank for the balance As the facihtv from the Reserve Bank 
will be confined to the amount ow cd to the Rescrv e Bank on behalf 
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of the central bank, the balance, if any, will have to be converted 
by die apex bank from, its own resources 

20 As stated carher, there was a steady rise in the Stabilization 
Fund at die national level The building up of die funds with the state 
and central co-operative banks was, however, proceeding at so slow 
a pace as to be almost imperceptible The amount in diese funds as at 
die end of June 1962 was only Rs 29 lakhs at die apex bank level and 
a htdc o\cr Rs 37 laklis at die central bank level The following steps 
were, dicrcforc, suggested for accelerating die accumulation of die 
funds at these levels 

(I) die apex and central co-operative banks should contribute to their 
stabilization funds 1 5 per cent of their net profits each year , 

(II) state governments should pass on die entire excess dividend over 
3 per cent on the shares held by diem in co-operative credit institu- 
tions to die stabilization funds instead of only a part as recommended 
by the Rural Credit Survey Committee , and 

(in) lump sum contributions may be made by state governments to 
die stabilization funds at die apex bank level, die quantum of 
assistance to range between 5 per cent and 10 per cent of die out- 
standings of agricultural loans at die central bank level m the 
different states, depending upon their relative susceptibility to 
natural calamities It was furdicr proposed diat 50 per cent of such 
contributions should be given as grant and the remaining 50 per 
cent as mterest-free loan 

21 Compliance with die first two of die above requirements has 
been made a condition for die sanction of assistance from die National 
Fund All the state governments except those of Assam, Gujarat, 
Kerala and Uttar Pradesh have smee framed die rules for die establish- 
ment of, and operations on, the stabilization funds at various levels, 
based on die model rules circulated by the Reserve Bank and providing, 
inter aha, for contributions to these on the lines indicated above Almost 
all die apex banks have either amended their by-laws to transfer 15 
per cent of dieir net profits to dieir stabilization funds or passed 
resolutions to that effect As suggested, die funds of the apex banks 
m some states were also strengthened by government contributions 
A beginning m dns regard was made m May 1966 when the Govern- 
ment of India provided Rs 4 42 crores and again Rs 2 36 crores in 
July 1966, partly as grants and pardy as loans, to state governments 
under a centrally sponsored scheme A sum of Rs 3 50 crores was 
provided under this scheme during 1967-8 to 10 state governments 
and a provision of Rs 5 crores for this purpose has been made for 
1968—9 The total amount to die credit of the stabilization funds at the 
apex bank level aggregated Rs 12 80 crores as at the end of the year 
1967-8, which was still very inadequate 
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22 The position at the central bank level was even less satisfactory 
Although 304 out of the 339 banks had constituted the stabilization 
funds by the end of 1967-8, the amount to their credit -was only 
Rs 2 98 crores No prolusion had been made m the by-laws of 75 
central banks for the contribution of 15 per cent of their net profits to 
the fund Further, m some of the central banks, although a provision 
for this purpose had been made m the by-laws, the fund had not in 
fact been established, e g , Alwar (Rajasthan), Shahjahanpur (Uttar 
Pradesh) and Tezpur (Assam) The amounts to the credit of the funds 
■with some individual central banks as at the end of 1967-8 were also 
extremely meagre, e g , Rs 915 m the Almora Central Co-operative 
Bank (Uttar Pradesh), Rs 713 in Cachar Central Co-operative Bank 
(Assam) and Rs 607 in Panna Central Co-operative Bank (Madhya 
Pradesh) The average amount in this fund with a central bank as on 
30 June 1968 was less than Rs 1 lakh in all the states except Andhra 
Pradesh, Gujarat, Maharashtra, My sore and Tamil Nadu In as many 
as eight states, the average was even less than Rs 50,000 

23 The National Fund -was utilized for the first tune in 1965-6 
when large parts of the country -were affected by scarcity conditions 
Particulars of the conversion loans granted from the National Fund 
since 1965-6 are given in Table 2. 

24. We feel that, in spite of the various steps taken during the last 
three years, the recourse to conversion operations has not matched the 
need for them and die co-operative credit structure has not generally 
demonstrated that it is capable of an effective response to the impact 
of natural calamitv on agricultural credit It has been represented to 
us that a major problem faced by banks m availing themselves of 
assistance from the National Fund relates to the insistence by the 
Reserve Bank on the production of a certificate from government 
declaring an annawan of less than six annas "We have been told that 
this condition is difficult to comply with, as the revenue authorities 
hesitate to gn e such a certificate particularly m new of the pressure 
for suspension of land revenue to which this might lead Further, the 
state government is not likely to take a quick or early decision m regard 
to the suspension of land revenue m a number of areas, as this is 
determined on various considerations such as the financial position of 
the state go\ emment, apart from the condition of the crop These 
procedures take time but the central co-operative banks and the apex 
bank hav e, in the meantime, to make repayments to the Reserv c Bank 
as and -when the loans become due If they do not, they will be guilt) 
of defaults, but if they do, no short-term dues to the Bank remain to 
be com erted mto medium-term loans The result is that the cultivators 
affected by drought cannot be helped widi the facility of conversion 
and being defaulters, they are not eligible for fresh financing at a time 
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when they badly need it for raising at least the next crop This is the 
pattern of recent experience in more than one state m which co- 
operative credit has failed to come to the cultivator’s rescue as it 
should 

25 The decision to insist on a declaration of annazvan of less 
than six annas was probably based on two considerations hist, 
that there had to be some objective test of crop failure and second, that 
since this carried with it an implication of suspension of land ret enue, 
the judgement of the state government in the matter was likely to be 
exercised with a due measure of responsibility Whatever its merits, 
this insistence has in practice resulted in conversion facilities being 
delayed, or even demed m genuine cases Nor has experience showi 
that tins is the most appropriate criterion for determining the eligibility 
for stabilization arrangements Firstly, whatever be the condition of 
the crop, the very consideration that a declaration of annawan at 
a particular level may call for suspension or remission of land re\ enue, 
could itself mate the state government hesitant in pronouncing a 
judgement in the matter This delay on the part of the state govern- 
ments m taking an official mew of the crop situation and communicat- 
ing it to the Reserve Bank has often held up preparatory work for the 
stabilization operations It is true that the Reserve Bank does not insist 
on a public declaration and is content with a communication from the 
state government for its use, but even a decision to issue such a com- 
munication cannot be free of implications from the point of Meu of 
suspension of land revenue at the state level We find that this declara- 
tion is not always forthcoming m time for the stabilization operations 
to commence early enough for making the cultivator eligible for fresh 
finance Secondly, compared with the burden which the repayment of 
the co-operative loan involves, the quantum of land revenue which the 
cultivator has to pay is almost negligible In given circumstances, 
therefore, the postponement of the former may be justified even if the 
latter is not Thirdly, with land revenue coming to be abolished in 
some states, the underlying implications of the present arrangement 
may lose their significance m the future 

26 On all these considerations, it would appear appropriate to 
give up the present insistence on a declaration by government and 
devise an alternative method, which is objective m its formulation as 
well as expeditious in its working, for determining the eligibility for 
conversion operations We suggest that a committee be consUtutcd m 
each state with the Agricultural Production Commissioner, the 
Secretary of the Revenue Department, the Director of Agriculture, 
the Registrar of Co-operative Societies, the managing director of the 
apex co-operative bank and a representative of the Reserve Bank, 
with a representative of the affected central bank co-opted when its 
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case is being considered, to take a quick decision on the basis of the 
reports to be made available by the revenue authorities and the officers 
of the Agriculture Department at the district level We feel that a 
committee at the state level which is so composed may be better able 
to arrive at a reasonably fair and quick decision as to whether the 
crop failure in a given area is such as to justify the conversion facility 

27 Delays in carrying out the stabilization operations also result 
from the need to comply with various formahties such as the examina- 
tion in each individual case of the justification for conversion or exten- 
sion, preparation of the society’s application for conversion facilities 
suppoited by a resolution of the managing committee, and the obtain- 
ing of government guarantee The loans m question often fall due before 
these formahties are completed and have either to be repaid or allowed 
to become overdue, conversion in either case being ruled out We 
recommend that in order that the banks may get more time for complet- 
ing these formahties, provision may be made for the amounts falling 
due to the Reserve Bank to be frozen for three months after the due 
date, in exceptional instances, if a pnma facie case is made out but the 
conversion operation is held up pending completion of required forma- 
lities This should be possible as the Reserve Bank is, under its Act, 
permitted to rediscount the bills of state co-operative banks in respect 
of agricultural purposes for periods extending up to 15 months This 
special facility may be restricted to a limited period of, say, five years 
within which the co-operative banks will have adapted themselves to 
the procedural requirements of the Bank in this context 

28 During the years 1965-6 and 1966-7 which witnessed wide- 
spread crop failures, there were several instances m which, although 
individual agriculturists and the primary societies had defaulted m the 
repayment of their loans, the concerned central banks met their dues 
to the apex bank from them own resources The problem faced by the 
central banks in such cases was that, having repaid their dues, they 
forfeited their claims to assistance from the stabilization fund of the 
apex bank or from the National Fund On a request from the Govern- 
ment of Maharashtra for the extension of conversion facilities to the 
concerned banks, the Reserve Bank is understood to have stated that 
it had no objection to the central banks granting conversion facilities 
to primary societies by drawing on their own stabilization funds and 
also using their other medium and long-term resources, and to the 
state co-operative bank granting ad hoc loans out of its stabilization 
fund to the central banks for this purpose Such instances are many and 
have to be tackled adequately if rehabilitation of certain central banks 
is not to be held up 

29 One state government has represented to us that the facility 
of conversion should also be available m cases where the crop is not so 
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bad as to be rated as of less than six annas but does not exceed eight 
annas As the stabilization funds at all the levels are, as yet, not large 
enough, we do not consider it necessary' or practicable to suggest a 
general modification of the standards to include crops up to eight annas 
i vi thin the scope of stabilization operations 

30 A plea has sometimes been put forward that, in the e\ent of 
total crop failure, the cultnator is severely handicapped m repaying 
not only the short-term production loan but also the instalment, if 
any, due on the medium-term or long-term loan and that, therefore, 
provision should be made for this instalment to be dealt with in die 
same manner as a short-term loan in similar circumstances IVhat is 
proposed is apparently the spread of the instalment for that year over 
the subsequent period of three years Recentl) , the All-India Central 
Land Development Banks Co-operative Umon has proposed the 
creation of stabilization funds m the land development banks based, 
in part, on contributions from state governments and pleaded that 
assistance from the National Fund be extended to these banks The 
considerations which have kept long-term credit out of the scope of 
stabilization arrangements are fairly clear 'Wfiide large scale non- 
repayment of short-term credit interrupts and obstructs the flow of 
finance to cultivators for the next cultivation season and dius affects 
the entire production m the following season, the defaults on instal- 
ments of term loans do not hax e a similar result. Medium-term loans 
are availed of onlv b) a few members each year and the instalment is 
usually much smaller dian the short-term loan The medium-term 
arrears are not likel) to be of such magnitude as to disrupt the structure 
badly or to pro\ e to be be) ond the capacity of the institutions to 
meet from their own resources It should ordinarily be possible to 
meet the needs of the situation b) granting extensions m really hard 
cases rather than undertaking comersion operations The latter may 
be undertaken, if at all, only m exceptional circumstances -where 
relief in this form is found to be absolutely necessaiy , eg, because of 
recurrent or se\ ere crop failure As the National Fund in the Reserve 
Bank cannot be used for the purpose without an amendment of the 
Resen, e Bank of India Act, com ersion m such special cases may be 
effected from the stabilization funds of the co-operative banks, without 
recourse to the National Fund 

31 In the case of long-term credit, merdues in a few states ha\c 
indeed assumed serious proportions, having resulted, in some instances, 
from widespread crop failure Ex en so, the x er) nature of operations of 
the land development banks seems to provide for a degree of manoeuvr- 
ability which can ensure that the flow of fresh credit is not blocked 
The central land dexelopment bank has to maintain onl) a common 
sinking fund for all the senes of debentures and can utilize the amount 
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to the credit of tins fund for redeeming any of the maturing senes 
The banks arc also permitted to float, m certain circumstances, a 
senes of debentures covered by mortgages to the extent of 75 per cent 
and utilize part of the new senes of debentures even for redeeming a 
maturing senes These facilities restnet the extent of dislocation which 
may result from the default of individual agriculturists on the instal- 
ments due in anv particular }cai Secondly, while most of the loans 
issued b\ the primary land dc\clopmcnt banks arc for 10 or 12 years, 
a considerable part of the debentures is for 15 years The annual accre- 
tions to the sinking fund based on rccovcncs should, therefore, be in 
excess of the annual commitment towards the sinking fund fixed with 
reference to the period of debentures This built-111 cushion, again, mav 
help to take care of any shortfall m the rccovcncs of loans arising out 
of famine and drought conditions in any particular year Thirdly, 
the land dc\clopmcnt banks arc now issuing loans increasingly for 
development of land rather than for redemption of old debts Where 
loans arc advanced for converting dr}' lands into wet lands in areas 
coscrcd bv irrigation projects or sinking new wells or installing pump- 
sets, the repaying capacity is not likely to be much affected by scarcity 
conditions in a particular year, unless the drought is so severe as to dry 
up even assured sources of irrigation 

32 Tor these reasons, we arc not inclined to suggest any stabiliza- 
tion arrangements for long-term loans However, in those cases where 
the increased productivity resulting from the improvement has itself 
been ad\crscly affected by a natural calamity, the instalment falling 
due in a particular year may have to be postponed but the total amount 
in\ olved in such eases is not likely to be large As for the recent trend 
of increasing ovcrducs of land development banks in a few states, we 
arc of the view that these have resulted, m large part, from inadequate 
supervision rather than from bad seasons We suggest in Chapter 26 
the measures which we consider appropriate in this context 


Relief and Guarantee Funds 

33 The Rural Credit Survey Committee had proposed that the 
Government of India should constitute a National Fund m order to 
give grants by way of relief to co-operative institutions through the 
state governments concerned for the purpose of writing off irrecoverable 
arrears arising out of natural calamities The Government of India 
did not accept this recommendation on the ground that, when neces- 
sary it could come to the rescue of the co-operative movement even 
without creating a separate fund All the state governments, however, 
constituted the corresponding relief and guarantee funds although the 
amounts contributed were extremely meagre and added up to only 
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about Rs i *36 crores as on 31 March 1968 Though, as stated earlier, 
these funds were expected to be built up from annual budgetary provi- 
sion and the contribution of a part of the dividend earned bv the state 
governments on their shareholding m the co-opera tn e banks, only the 
former source is now a\ affable, as it has been recendy decided that the 
entire amount of the dividend in excess of 3 per cent should be contri- 
buted to the stabilization funds The Standing Advisorv Committee 
on Rural and Co-operati\e Credit of the Resene Bank renewed die 
entire question at its thirty -first meeting and made certain recom- 
mendations in regard to the extent to which, and the sources from 
w hich, the relief and guarantee funds at the state let el might be built 
up, the method of drawing on these funds, etc. The Committee felt 
that the size of the funds should be related to the loans outstanding at 
the primary' let el In regard to the percentage of such outstanding loans 
up to w hich the funds by r the states should be built up, the Committee 
recommended differential rates for the various states m view of the 
disparity' among them m the matter of susceptibility to natural calamity , 
classifying the states for this purpose as shown m die following 
table 
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Assam, Rajasthan, Manipur and Tnpura 

2 per cent. 

11 

•\ndhra Pradesh, Bihar, Jammu and Kashmir, 
Madhva Pradesh, Mysore, Orissa and West Bengal 

II per cenL 

hi 

Gujarat, Kerala, Maharashtra. Punjab Tamil Nadu, 
Urar Pradesh and Umon Territories other than 
Manipur and Tnpura 

I per cent. 


It was also recommended that the Central share of assistance in the 
et ent of actual drawals on the funds might be m the raUo of 3 1 in 
the case of group I states, 21m the case of group II states, and 
1 1 m the case of group III states As far as contributions from state 
got emments w ere concerned, they is ere to be made by w ay' of annual 
budgetary provisions 

34. tVhile agreeing to provide assistance to the states on the scales 
recommended, the Umon Ministry of Finance took the view that a state 
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government need not maintain a separate relief and guarantee fund for 
this purpose, though they would not object to the continuance of the 
funds wherever they existed The suggestion was that the state govern- 
ments should treat the expenditure on writing off co-operative dues as 
a contingent liability in the same manner as the Centre proposed to do, 
and that, where a state government preferred to have a fund for the 
purpose, the contributions to it could be treated as non-Plan expendi- 
ture As an alternative, the Ministry also suggested that relief and 
guarantee funds might be set up in the state co-operative banks 
When the latter suggestion was considered by the Standing Advisory 
Committee on Rural and Co-operative Credit m May 1967, the con- 
sensus favoured the view that, instead of alternative suggestions 
such as those for making the scheme a Centrally sponsored one or 
setting up such funds in the state co-operative banks being pursued, 
agricultural credit (relief and guarantee) funds should be created at 
the Centre and also at the state level, at least for the future 

35 We consider it unfortunate that the policy regarding relief and 
guarantee funds is yet to take shape though the relevant recommenda- 
tions of the Rural Credit Survey Committee have been before the 
central and state governments for over fourteen years The incidence 
of recurrent natural calamity presents such a widespread and important 
problem and has already had such adverse impact on the repayment 
performance of co-operative credit that arrangements and rules for 
writing off arrears in such contexts should be finalized without delay 
In at least certain areas of the country, the deterioration in the financial 
position of co-operative banks and the accumulation of chronic overdues 
can be traced to the fact that these areas have been affected by natural 
calamities year after year. We would, therefore, strongly emphasize the 
need for urgent action m tlus behalf both at the Centre and in the 
states 

36 As regards the utilization of these funds, we doubt if it is a 
satisfactory arrangement to combine m the same fund provision for the 
guarantee liabilities of the state government and for relief in terms of 
write-off It is true that according to the Rural Credit Survey Com- 
mittee, the fund was also intended for the purpose of any payments 
which might require to be made by the state governments as a result 
of any of the guarantees offered by them in the sphere of agricultural 
credit The model rules circulated by the Government of India for 
these funds — which have been adopted with some modifications by 
several state governments — also provide for the use of tlus fund not 
only for the purpose of writing off arrears of bad debts arising from 
recurrent crop failures but also for recouping losses sustained by co- 
operative credit institutions on certain categories of loans backed by 
government guarantee and for meeting the guarantee liability in 
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respect of land de\ elopment bank debentures When tins whole question 
was considered by the Reserve Bank’s Standing Advisory Committee 
on Rural and Co-operative Credit at its thirty -first meeting, it was 
suggested that it should be left to the state government to decide 
whether a guarantee fund had to be created at all or not, and that 
from the pomt of new of the co-operative credit structure, it ivas 
sufficient if the rehef and guarantee fund discharged its obligations as 
a rehef fund In this connexion an opinion was also expressed at the 
discussion that, if it was specifically stated that the fund is ould be only 
for rehef, the state governments might become reluctant to offer 
guarantees on various types of borrowings by co-operative banks such 
as those from the Reserve Bank The Committee concluded that, while 
there would be a combmed fund in each state for rehef and guarantee, 
there was no way m which one could estimate the o\ erall responsibility 
which might devolve on the fund and, therefore, made recommenda- 
tions as to the extent to which the funds needed to be strengthened only 
so far as their rehef aspect was concerned 

37 In regard to the utilization of the funds for the purpose of rehef, 
the Committee suggested arrangements on the following lines If a 
second natural calamity justifying stabilization arrangements occurred 
before a first conversion loan had been repaid, the situation should be 
met, firsdy, by extending the remaining instalments of the converted 
loan up to a period of five years from the date of the first conversion 
and, secondly, by sanctioning a second medium-term loan for three 
years for the conversion of the amount falhng due that year If a third 
calamity justifying conversion were to occur 'while these two former 
loans were outstanding, ( a ) the balance due on the first conversion 
loan might be written off, (6) the second conversion loan might be 
rephased mto a five year loan from the date of its commencement, 
and (c) a new conversion loan of three years might be sanctioned in 
respect of that year’s amount due and not paid It v r as also proposed 
that a ceding of Rs 300 might be placed on the amount which might 
be written off m the case of any one cultivator, as the relatively larger 
cultivators could be assumed to be in a position to meet a situation 
of tlus type by drawing on their past savings 

38 Whde we agree with this general approach in regard to the 
manner in which the fund may be operated upon m its relief aspect, 
we feel that it is now time to consider whether there is a need for a 
combmed fund for rehef and guarantee These two functions are b) 
no means related Nor, in our new, is the creation of guarantee funds 
by the state governments likely to be of much significance even from 
the pomt of view' of the co-operative banks Institutions such as the 
Reser\ e Bank have not pressed that the guarantees provided by the 
state governments should be backed by such funds Further, several 
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of these guarantees are transitional and are being obtained "primarily 
noth the object of ensuring that the concerned state governments take 
suitable steps for enabling the co-operative credit institutions to work 
on sound lines and fulfil their responsibilities Besides, the present trend 
appears to be to reduce the dependence on such guarantees Moreover, 
the state governments themselves would find it difficult to estimate the 
total liabilities which might arise out of the guarantees given to the 
credit institutions, especially as diey cover not only co-operatives other 
than those concerned with agricultural credit, but also institutions 
other than co-operatives If a guarantee fund is to be built up to cover 
all such contingent liabilities, it will have to be very large indeed 
Further, the state governments might not consider it worth while to lock 
up resources in a fund to meet these requirements which cannot be 
precisely estimated as they are confident of being able to meet these 
liabilities if and when they arise The amounts m the relief and 
guarantee funds at present are, in any case, negligible in relation to 
guarantee liabilities being assumed by state governments For all 
these reasons, we suggest that it should be left to the state govern- 
ments to decide whether or not they should have a guarantee fund to 
back the guarantees winch they offer and that, m any case, the relief 
and guarantee funds which we have been discussing might be exclu- 
sively intended for relief purposes We also suggest that the rules drawn 
up for this purpose by the various state governments be modified so 
that they deal with only relief operations and mcoiporate the modus 
operandi for writing off overdues to which we have referred earlier 
39 We observe that, under the rules in force m certain states, such 
as Maharashtra, the relief and guarantee fund cannot be drawn upon 
until the stabilization fund has been exhausted While the rehef and 
guarantee fund is concerned with writing off dues of cultivators whose 
repaying capacity has been badly eroded by lecurrent natural cala- 
mity, the stabilization fund is intended only for converting the short- 
term dues (which cannot be repaid because of crop failure) into 
medium-term loans It is true that the claim for help from the rehef 
and guarantee fund m terms of a write-off of the arrears of members 
can come only after they have earlier received relief m terms of a 
conversion It is not, however, meaningful to make the access of a 
society to the rehef and guarantee fund conditional on the exhaustion 
of the resources m the stabilization funds, as the two funds are intended 
for different purposes and some members might have reached the stage 
of needing the facility of a write-off even though resources may still 
be available m the stabilization funds We recommend that, where\cr 
a stipulation of this nature at present inhibits the use of the rehef and 
guarantee fund for writing off overdues, the rules may be suitably 
modified to remove this handicap. 
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Measures for Tackling Overdues 

40 We have indicated in the foregoing paragraphs the various 
factors which account in different degrees for the ov erdues of the co- 
operative credit structure It is performance m this crucial aspect that 
provides a measure of the operational efficiency of any credit system 
Overdues should m fact be minimal if, as is expected, the size of credit 
is related on a scientific basis to production outlays, if the loans are 
effectively supervised in regard to their utilization and, finally, if die 
cultivator is approached at the right time for repayment. It is some- 
times contended that overdues of the order of about 20 per cent of 
outstandings should be considered normal m agricultural credit m 
view of the uncertainties to which this industry is exposed and the 
large number of uneconomic farming units which are financed We 
do not share this view which appears to us to ignore, (a) the techno- 
logical and other developments which are rapidly enlarging the ambit 
of commercial, as distinguished from subsistence, farming in this 
country and ( b ) the possibility of efficient arrangements for com ertmg 
short-term dues into medium-term loans in the ev ent of crop failure in 
specific areas If overdues arising from natural calamities are taken 
care of on the lrnes we have already discussed, and lending is increas- 
ingly oriented to production and is adequately supervised, there is 
no reason why overdues should be high 

41 We do not see any simple or easy solution for the problem of 
overdues Many factors account for poor recoveries and the action to 
be taken has to be multi-pronged There is one aspect which we wish 
to emphasize before dealing with individual measures This is the 
important one of educating the borrowers, the extension staff, the 
administrators and the political chiefs m the discipline which must 
underlie institutional credit if its flow is not to be interrupted It is 
necessary that all those concerned with agricultural production, and 
not merely the lending agencies, should collaborate in an effort to 
ensure that agricultural credit is used for the purposes for which it is 
advanced and repaid out of the mcomes which arise from the production 
actmty thus financed 

42 However unpopular and unspectacular the work of recover)' 
may be, many are the individuals and agencies whose services have 
to be harnessed for the purpose There is a part to be played by each, 
viz , the committee members and the paid manager of the pnmar) 
societ), the office-bearers and the staff of the central co-operative 
bank, die marketing agencies, the agricultural extension staff, etc It 
is only if the prestige and influence of government as well as of the 
leaders of pubhc opimon on the one hand, and the energies of the 
paid staff at different levels on the other, are all fully mobilized, 
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that habits of prompt repayment will be adequately fostered It is in 
tins spirit that the recommendations which follow should be viewed 
The o\ eroding objective is that a climate of recovery-nnndedness 
should be created by all the functionaries of credit institutions as well 
as those elements in the administration and the government who are 
interested in increased production 

43 Wlnlc all ovcrducs lead ultimately to a stoppage of co-operative 
credit, the steps to tackle them effectively vary according to the cir- 
cumstances in which they have arisen From this point of view, it may, 
therefore, be convenient to classify the ovcrducs into three groups 
(1) ovcrducs arising out of natural calamities, (») long-standing over- 
dues and (m) ‘ normal ’ ovcrducs We have already referred to the 
first of these and shall now deal with overdues of the other two types 


Longstanding Ovcrducs 

44 Ovcrducs outstanding for long periods (over three years) form 
a substantial portion of the total m some states, as will be seen from the 
following table which gives the relevant data for 1966-7 


Table 4 

Overdues of Agricultural CRpDrr Societies (1966— 7) 

Rs Lakhs 


State 

Tola! 

Oierdues 

Of which 
Overdue for 
Over Three 
Tears 

Percentage 
of Col (3) 
to 

Co! (2) 

0) 

(2) 

( 3 ) 

W 

Andhra Pradesh 

997 25 

142 32 

14 3 

Assam 

150 06 

57 61 

38 4 

Bihar 

309 22 

30 59 

9 9 

Gujarat 

1,118 46 

135 87 

9 6 

Haryana 

216 33 

13 58 

6 3 

Jammu and Kashmir 

91 76 

23 78 

25 9 

Kerala 

375 26 

27 79 

7 4 

Madhya Pradesh 

1,982 03 

306 24 

15 5 

Maharashtra 

3,994 55 

502 42 

12 6 

Mjaorc 

1,225 18 

188 72 

15 4 

Onssa 

548 32 

91 22 

16 6 

Punjab 

514 91 

25 34 

4 9 

Rajasthan 

515 64 

116 13 

22 5 

Tamil Nadu 

1,343 86 

58 46 

4 4 

Uttar Pradesh 

1,779 94 

130 63 

7 3 

West Bengal 

430 72 

67 31 

15 6 


Overdues which have been continuing over a number of years are the 
most difficult to weed out and their elimination will necessarily be a 
long drawn out process The central banks m which such overdues are 
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hampering the expansion of credit cannot cater to the demand for 
credit resulting from the agricultural programmes unless measures are 
taken either to recover such overdues or otherwise negativ e their crip- 
pling effect. Further, together with current arrears, the backlog of 
overdues threatens to go on swelling and may ultimately bnng co- 
operative credit in a district to a complete standstill 

45 We would, therefore, refer here to our earlier recommendation 
in Chapter 14 that a programme of rehabilitation be drawn up for 
each central bank which is unable to function adequately because of 
heavy overdues As we have recommended earlier, in each such 
instance, a case-b)-case investigation of each individual overdue 
account at the primary lev el should be taken up, in the first instance, 
in order to assess how much of the overdue loan will be realizable 
On the basis of this society-vise picture of recov erable and irrecoverable 
dues, there should be an active drive backed by coercive measures, 
when necessary, to recover the realizable dues m instalments spread 
over three to five years To the extent of the irrecoverable overdues, 
state governments should provide grants for writing them off, after 
ensuring that all possible efforts have been made to reahze the overdue 
amounts In extreme cases, the temporary expedient of direct financing 
of the societies by the state co-operative bank and of individuals b) 
central co-operative banks may be tried, where necessar), as a means 
of ensuring that agricultural production does not suffer for lack of 
credit This transitional role will, however, have to be placed b) 
agricultural credit corporations m the states for which the) have been 
proposed 


Normal Overdues 

46 As we have stated earher, there is no simple means of improving 
the recovery performance of co-op era tives, as it is bound up with 
certain factors of immediate relevance and impact as well as other 
and more basic features of the agricultural credit situaUon While 
the efforts to tackle the former with expedition and drive can be cffec- 
tiv e in the short run, action m regard to the latter mv olv es educa- 
tional and organizational effort to bnng about a change which can 
occur only in stages The factors which lead to overdues as well as the 
means of checking them are well known WTiat are lacking, however, 
are the org aniz ation and, more often, the determined will on the part 
of the management of institutions to see that the generally accepted 
measures are achvel) implemented Unlike lending, recover) is an 
unspectacular, unpopular and up-hill task, the critical significance of 
which is not yet widely appreciated It requires, therefore, a big change 
m the climate of institutional credit at all levels for a recover)' drive 
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to be \ ictvcd in the correct perspective and to be pursued with vigour 
and understanding It is as part of tins total effort that we suggest the 
following measures to meet the problem of overdues 


Some Short-term Measures 

1-7 One of the most important of the short-term measures is the 
adoption of sound loan policies We have already discussed how faulty 
loan policies lead to overdues as they involve over-financing or under- 
financing or delays in disbursement Therefore, to the extent that the 
financing conforms, in quantum, to need and, in timing, to seasonality, 
the chances of rcco\ cry arc improved Measures to reform and stream- 
line the loan policies and proccduics which we have suggested in the 
preceding chapter should, if implemented, help check the emergence 
of overdues 

48 Competent management also requites that the drive for re- 
coveries is organized efficiently and in advance of the due dates, with 
all the authorities concerned being involved such as the non-officials 
at the primary lex cl, as also the directors of the central bank and the 
affiliated marketing societies The total task of recovering the increas- 
ingly large amounts lent year after year has to be broken up into 
detailed items of work to be attended to according to a time schedule 
during the recovery season , specific responsibilities have to be allotted 
to all the individual functionaries , and a drive has to be mounted in 
different parts of the district The onus of drawing up and executing 
programmes of this nature should be on the apex and central 
co-operative banks who arc the mam creditors 

49 An aspect of operational efficiency which is relevant here 
concerns the sound management of funds Shortcomings in the matter 
of keeping a watch over due dates and arranging for resources by way 
of recoveries from the primaries as well as by other means for promptly 
meeting the obligations to the higher financing agencies have, in some 
cases, led to the default of central banks on their dues to the apex banks 
How much tiie image of a bank suffers when it fails to meet obligations 
on due dates is not sufficiently realized What is called for is, therefore, 
a change in this attitude of indifference as well as an improvement m 
the technical competence of the paid management 


Relevant Legal Provisions 

50 The other set of steps broadly relates to what has to be done once 
the default has occurred This calls for patient, hard and unrelenting 
work to proceed with measures of persuasion, threat of coercive process 
and finally, the commencement of such processes for the recovery of 
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loans in all cases of wilful default We recognize that, m co-operative 
credit, recoveries have to be effected mainly by the use of the influence 
of the local leadership of the village co-operative and the central bank 
rather than by coercive measures to which there should be recourse only 
as a last resort Nor is the task of bringing lands of cultivators to sale 
a happy or easy one in the changing conditions of our villages Expe- 
rience has, however, shown that co-operatives have to be equipped 
adequately for this contingency and that, m quite a few cases, the 
threat of such procedures helps to get the loans back In certain areas, 
again, the only way of keeping up the morale of co-operative credit is 
to take effective and deterrent action against defaulters As is well 
known, co-operative law m each state provides for a relatively simple 
and summary procedure for the recovery of co-operative credit, 
though the extent of facility thus available differs from state to state 
At present, however, for various reasons, these powers are not being 
used fully The field investigations by the Agricultural Credit Depart- 
ment of the Reserve Bank of India, referred to by us earlier, have 
revealed that in almost all the selected districts, there were inordinate 
delays in obtaining awards and executing decrees against the defaulters 
In Raichur district, for example, there were 386 arbitration proceed- 
ings pending as at the end of March 1968 The number and amount 
of execution petitions pending as on that date was 424 and Rs 2 04 
lakhs respectively Similarly, in other districts, it was reported that 
either no legal action had at all been taken against defaulters or that 
the work was in heavy arrears In Kota district, for instance, no action 
had been taken against some of the societies which had overdues of 
over three years In Burdwan district, although the Co-operation 
Department had powers of executing the awards, it did not have die 
necessary staff and relied, for this purpose, on the revenue machinery 
which was generally slow to move In a district in Maharashtra, flic 
failure to take legal action against defaulters was reported to have 
pardy resulted from political mterference In one district in Uttar 
Pradesh and another in Bihar, some of the office-bearers were under- 
stood to have been reluctant to initiate coercive measures because they 
were themselves defaulters 

5 1 Provision generally exists for the recovery of co-operative dues 
in the same manner as arrears of land revenue The co-operative can 
deal with its defaulters through arbitration proceedings under the Co- 
operative Societies Act which empowers the Registrar to arbitrate 
over disputes between a society and its members This saves much 
time, compared to the procedure of going through a civil court The 
prolusions m some Co-operative Societies Acts (e g , Andhra Pradesh, 
Kerala, Madhya Pradesh, Mysore, Tamd Nadu and Uttar Pradesh) 
also enable the staff of die Co-operation Department to execute 
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decrees without having to depend upon the revenue machinery. We 
suggest that similar statutory provision may be made in states where 
it docs not now exist 


Recoin Staff 

52 Aput from the required pow’cis being available under the 
Co-operatn c Societies Act, it is also necessary that the staff, officers 
and officc-bcarcis of the co-operative bank and the Co-operation 
Department arc vigilant m pursuing action on overdues, obtaining 
decrees and executing them I11 several states, the staff is not adequate 
for this purpose, though, in some areas of widespread and heavy 
o\erducs, special staff has been appomted for filing arbitiation pro- 
ceedings and the execution of decrees For instance, it is reported 
that m Thanjaaur district m Tamil Nadu, in view of the large 
number of defaulters, 22 honorary aibitratois, at the rate of one for 
cacli block, were appointed m the Kumbahonam area and that the 
cxccutnc officers of the two central co-operative banks in the district 
w ci c \ ested with powers of execution of awards In addition to the sale 
officers under the Deputy Registrar of Co-operative Societies, seven 
sale officers w r crc appomted in the Kumbahonam bank’s area and four 
in the area of the Thanjavur bank to work under the executive officers 
of die banks Nevertheless, over 1 2,000 awards were stated to be pendmg 
execution m March 1966, and die Departmental officials were begin- 
ning to doubt w'hcdicr it would be practicable to proceed with these 
measures 

53 The Committee on Co-operative Administration (1963), while 
reiterating the recommendation of the Committee on Co-operative 
Credit (i960) for staff for the recovery of co-operative dues, suggested 
diat die Co-operation Department in every state be given a sufficient 
number of sale officers, as in Assam, Mysore and Tamil Nadu, so as to 
attend expeditiously to die attachment and sale of properties widi a 
view to recovering dues Though the Acts and Rules of some of die 
states hkc Gujarat, Madhya Pradesh, Orissa, Punjab and Rajasdian 
specifically envisage the appointment of sale officers under the 
Registrar, it is not known whether die recovery staff in position in 
these states is adequate We recommend that die position m this regard 
be lcvicwed m all states and that additional recovery staff be appomted 
wherever necessary m the context of large overdues 

54 Another important aspect of recovery relates to the promptness 
with which coercive action is initiated The responsibility for initiating 
such action primarily rests on die credit society but diere are many 
instances in which the societies have been complacent or unwilling to 
take action, particularly when the defaulters happen to be men of 
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influence There ha\ e e\ en been cases where the managing committees 
of societies have taken a deliberately dilatory or obstructionist attitude 
Sometimes, even after the awards are obtained and filed for execution, 
the presidents of societies do not extend their co-operation either at the 
time of attachment or sale of the properties It is m order to meet such 
situations that there is a provision in the Co-operatn e Societies Acts 
of some states to enable the central co-operative bank to initiate action 
on its own against a defaulter-member of a primary agricultural credit 
society even when the latter is reluctant to do so We suggest that a 
provision of this nature be incorporated in the Co-operative Societies 
Acts in those states where it does not exist at present 

55 As is well known, where the management of an agricultural 
credit society or a central bank does not take active steps for the 
recovery' of dues and is othenvise acting in a manner which is not m 
the best interests of the institution, the Registrar of Co-operatn e 
Societies is empowered to supersede such management and entrust the 
running of the institution to an administrator appointed by him In 
some of the states there is already a prolusion for ensuring that this is 
done by r the Registrar in consultation with the institution financing 
the society, the management of which is to be superseded If the 
Co-operative Societies Acts of the states are to be amended from the 
point of view' of enabling the extension of deposit insurance to co- 
operative banks, this position will further change, in so far as the 
management of apex and central co-operative banks can then be 
superseded only with the consent, or on the recommendation, of the 
Reserve Bank We believe that such supersession or threat of such 
supersession at the central bank and soaety levels can be effectively 
employed to improve recovery performance There are several instances 
m which the existing management is so w'ell entrenched in the local 
set-up that, despite the unsatisfactory manner m which they run a 
society’s affairs, they' cannot be dislodged from their seats of power 
We suggest that it is particularly' necessary in such cases that the 
Registrar and the state government should take effective steps of a 
correctn c nature Wc further recommend that, -wherever practicable, 
the financing agency', 1 e , apex co-operative bank in the case of a 
central bank and the central bank m die case of an agricultural credit 
society, should be gi\ en a predominant voice in the management of the 
institution after its supersession and pendmg the restoration of a duh 
elected board of directors 

56 Wc should also refer here to a practice which, again, represents 
collusion between die management and the defaulting members It is 
well known that, m large parts of the country', though in different 
degrees, book adjustments are made at the primary level to create a 
facade of recoveries In a few instances, dicre is actual repayment in 
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cash but the fresh loan is made so soon thereafter as to enable the 
borrower to pay back the source from winch he raised the money for 
the initial repayment In other cases, what occurs is simple book 
adjustment at the society level, and sometimes even at the central bank 
level, so as to present the appearance of cash havmg been received by 
way of recovery of a loan horn a society or a member and disbursed to 
lum or to it by way of advance of a fresh loan These practices have 
been m vogue for so long in some parts of the country and are earned 
out with such ingenuity that it is not always easy to establish these 
transactions which are suggestive of book adjustments The implications 
of the continued operation of practices of this nature are obviously 
serious It may well happen that, m this process, a short-term loan 
given to a cultivator becomes almost a permanent loan or that the 
cultivator’s sense of mdebtedness to the society gets eroded This also 
encourages the possibility of benami loans and, when an attempt is 
finally made to recover such dues after several years, it may be found 
that the borrowers shown on record have not existed earlier or are not 
to be found m the village It is important from this point of view that 
there should be a reasonable gap between the date of recovery of a 
loan from a membei and the date of providing him with a fresh 
advance We also expect that the strict adoption of seasonality will help 
to ensure such a gap Watchful supervision should also bring such 
cases to hght, provided the supervisor is not himself a party to such 
adjustments We recommend that the Co-opeiation Department and 
the co-operative financing bank should exercise the utmost vigilance 
to see that book adjustments of this nature do not occur on a large 
scale and take all possible measures for avoiding them such as, for 
example, the adoption of the principle of seasonality m lendmg and 
recovery and insistence on a leasonable gap between the dates of 
recovery and fresh loaning 


Incentives and Penalties 

57 For ensuring prompt recoveries, it is also necessary to evolve a 
framework of appropriate penalties as well as incentives 1 elated to 
performance m this respect In manv cases, finance is denied to 
defaulters, defaulting members are d’squahfied from being on the 
management of their societies and defaulting societies cannot send 
their representatives to the board of the central banks Provision 
already exists in the Co-operative Societies Acts and Rules in most 
states disqualifying defaulters and representatives of defaulting societies 
from continuing on the boards of directors W e suggest that this whole- 
some provision should be incorporated m the Acts and Rules m the 
states where it does not exist at present We also observe that even 



530 CO-OPERATIVES fiv) RECOVERIES AND SUPERVISION 

where this salutary provision exists, some persons manage to continue 
on the boards of the concerned societies or central banks after attracting 
such disqualification, perhaps by virtue of the political or other 
influence which they command The Registrar of Co-operati\ e Societies 
in each state has already sufficient pou ers for enforcing these penalties 
IVhat is called for, therefore, is not so much a further augmentation of 
the powers of the Registrar, as an effort to ensure that he exercises 
these powers We have referred elsewhere to the factors connected 
with the impact of political influences on co-operatn e credit, and shall 
onlv state here that it is important to insulate the working of co- 
operatives from these pressures We suggest that each state go\ eminent 
may examine •whether prolusion can be made for matters of this kind 
to be taken m appeal to some appropriately senior administratn e 
authority w hich should also be empow ered to initiate action for the 
enforcement of these prolusions where the Registrar fails to do so 
58 On the side of mcentii es, there is already an indirect provision 
inasmuch as audit classification, eligibility for a credit limit, etc , are 
based, to some extent, on recoi en performance. It is understood that, 
in addition, in some areas, there is a sj stem of incentives for supervisors 
or paid managers of societies who are able to show' good performance 
m respect of recoveries for is hich they arc responsible Another form 
of incentive, which is pres alent m one state, is the payment of remunera- 
tion at 1 per cent of the loan recovered to honorary workers or office- 
bearers of societies ss'hich ha\'e no paid secretaries We are opposed to 
an) arrangement of this t)-pe, as it may not only increase the danger 
of book adjustments, but may also prosude an incentive to the societies 
to continue the system of honorary secretaries, discourage the employ- 
ment of paid managers and hold up progress toil ards \uabihty Again, 
an incentive is sometimes offered in the form of a lower interest rate 
on prompt repayments. This does not seem to us to have had much 
effect 


Defaulting Societies and Members 

59 As stated earlier, one of the consequences of the failure of a 
member of a credit society to repay his dues is that he becomes in- 
eligible for fresh finance from it 'When such o\ erdues from the members 
are too large to be absorbed by the society’s own resources, the society 
defaults to the central bank and becomes, m its turn, ineligible for 
fresh credit from the latter, if this default exceeds a specified hmit 
Ev en those w ho can repay, prefer not to, as they doubt if they can get 
fresh loans from the society' It is this vicious circle viuch, as w c stated 
earlier, aggravates the 01 erdues position We have referred in Chapter 
7 to the recommendation of the Action Programme that central banks 
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should provide fresh finance to societies which have repaid 50 to 75 per 
cent of their dues and the reduction which has now occurred in this 
qualifying proportion from the earlier high levels of 80 to 90 per cent 
In certain states, the central banks went to the extreme of agreeing 
to finance even societies whose entire outstandings to the bank were 
overdue so as to enable the latter to finance participants of the 
High-Yielding Varieties Programme provided they were new or 
non-defaulting members The Fertiliser Credit Committee (1968) 
has recommended, in this connexion, that the qualifying proportion 
be reduced to 50 per cent on a uniform basis 

60 The present system of requiring the society to show a specified 
level of repayment performance before it is eligible for fresh finance is, 
m our view, basically sound If the central bank is to enable a society 
to finance a member regardless of the repayment behaviour of all the 
members taken together, it means that the co-operative ceases to be 
treated as a corporate unit with a personality of its own derived from 
mutual knowledge and mutual responsibility for right co-operative 
conduct At the same time, we recognize that a majority of members 
should not be penalized for the behaviour of a small number To 
reconcile these two consideiations is difficult It will become even 
harder as the societies grow m size and coverage and die principle of 
mutual knowledge loses its meaning and validity in practice At the 
same time, diere is an important reason why the relaxation of the 
condition for die financing of defaulting societies cannot be earned too 
far If eligibility for fresh credit is restored to a society even m the 
absence of any repayments by it, the volume of overdues which has 
emerged will have to be absorbed by the own resources m the co- 
operative credit structure at the central or apex bank level, as the 
funds of the Reserve Bank will be available only to the extent of non- 
overdue loans Ultimately, dierefore, the extent of liberalization in this 
regard has to depend upon die absorptive capacity of the central bank 
m respect of overdues If the Central bank does not have sufficient 
resources for the purpose, it will not be able to provide fresh finance 
to such societies even if the rule is liberalized In the circumstances, 
w r e recommend that while the qualifying percentage should be brought 
down so as not to exceed 75 per cent wherever the proportion stipulated 
is at present higher, is e consider that the specific proportion betw een 
50 and 75 per cent (the range set out m the Action Programme) at 
winch it may be fixed should be left to be determined by each central 
bank with refeience to the level of overdues which obtains among its 
societies and the volume of disposable own resources available with it 
for absorbmg such overdues 

61 It has been die experience in certain cases that the formula 
which bases the qualification for the provision of fresh finance on the 
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proportion of dues uluch are in default has the effect of denying fresh 
loans to non-defaulting small cultivators even where they are many 
This happens because m such cases the few defaulters, being large 
cultivators, account for a large proportion of the total amount due It 
is, therefore, sometimes suggested that the qualifying percentage should 
only relate to the proportion of the members who default and not to 
that of the amount m default The difficulty m adopting a formula of 
this nature is that it takes no account of the quantum of default is Inch 
is material, as it is to be related to the volume of bank’s own resources 
avadable for absorbing overdues To out min d, this situation only 
reflects the grave risk inherent in a substantial share of the total credit 
provided by a society going to a small number of members and the 
need to avoid such concentration of loans We trust that this trend 
will be checked by the measures which we recommend in Chapters 16 
and 1 8 for improving the access of small farmers to co-operative finance 

62 The principle that no in dm dual defaulter should be provided 
fresh finance is, we consider, a is holesome principle which should not 
normally be relaxed There has, no doubt, been increasing pressure in 
certain areas in recent ) ears to see that fresh finance is provided to 
defaulters either through co-operative credit societies or by the 
prolusion of taccavi, on the ground that agricultural production might 
otherwise suffer Experience has shown that, in cases where this was 
done, defaults of the cultivators continued in the subsequent years, 
overdues increased and the flon of co-operative credit was further 
affected In fact the laxity of the co-operative banks m financing 
defaulters tended to affect the morale of the non-defaulting members 
We are, therefore, of the view that, if an institutional structure for 
agricultural credit is to continue to function and grow from ) ear to 
year and if it is to project an image of financial soundness and strength 
to the depositors as v\ ell as its other creditors, it is advisable that die 
financing of defaulters is not undertaken in any circumstances We 
also consider that, for the same reason, even the financing of such 
defaulters by government in the form of fertilizer or otherwise should 
be avoided It is true that those ■who have been unable to repay because 
of crop failure deserve special consideration The right way out is to 
provide conversion facilities to such cultivators under the scheme of 
stabilization funds or, if that is not practicable, to grant extension to 
them m accordance with the procedure laid down for the purpose 

63 At times, the failure to repay is not wilful but due to factors 
beyond the member’s control and is yet not covered by stabilization 
arrangements For instance, there is crop failure but the crop is more 
than 6 annas or there is a calamity v\ hich is not widespread but confined 
to a village or group of villages In order to afford relief to affected 
members under such circumstances, the Fertiliser Credit Committee 
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Climate Jot Rtcoicnts 

G5 While these are some short-term measures for meeting the imme- 
diate problem of ove rdues, the lugger lasl is that of creating, over a 
prnod of >ears, an atmosphere favourable to the prompt and full 
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recovery of co-operative dues The most important of the measures 
■uhich can serve this purpose, as we have stated earlier, is the education 
of members of the co-operatives m the rights and obligations connected 
with such membership Considering the ignorance and illiteracy of a 
large number of borrowers, this may no doubt seem to be a difficult 
and time-consuming task At the same time, the full appreciation of the 
principles of nght co-operatn e conduct by the borrowers can alone be 
the basis for successful co-operative credit We are confident that a 
majority of cultivators, if approached at the right time and properl) 
persuaded, nviII not ordinarily be inclined to default. Unfortunately, 
as we have said earlier, it is the influence of political and other \ ested 
interests which in several cases is obstructing the de\ elopment of the 
right attitudes on the part of members m regard to their obligations 
Equally important is the need for a similar realization on the part of 
the non-official leadership of co-operati\ es Here again, the results are 
bound to be slow, for it is m the process of working the institutions that 
the co-operative leadership of the required integrity and competence 
can be thrown up and that such rural leaders can gam a proper 
appreciation of the importance of maintaining an uninterrupted line 
of production credit and the need for conforming to the discipline of 
co-operative credit as a condition for the maintenance of such flow of 
credit 

66 Also necessarv from the long-term point of new, is an emphasis 

on reco\ ery as an activity v luch is as important as lending, w hether it 
be from the point of mew of sound co-operatn e credit or agricultural 
production This factor assumes importance m the context of the 
introduction in many states of democratic decentralization through the 
establishment of rjlla panshads and panchajat samitis The latter are 
responsible for planning and execution of different de\ elopment pro- 
grammes uhich mclude the promotion of agriculture, animal hus- 
bandry, co-operation, cottage industries, education, irrigation, etc 
The view is taken bv some panchajat samitis that the development staff 
in the block should not help in the recover)' of dues of societies 
What is unfortunately missed is the relevance of prompt recoveries as 
an essential condition for the continuing ability of the co-operatn c 
credit structure in an area to extend the necessary support to pro- 
grammes of agricultural production 


Linking Credit with Marketing 

67 Linki ng of credit with marketing to the extent that it can be built 
up should certainly help to check o\ erducs The rcle\ ant experience 
and issues of policy are considered in Chapter 31, but i\e shall note 
here, m passing, that repayment performance has benefited from such 
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long-term and medium-term loans, the amount of overdues should be 
considered m relation to the instalments due during the particular 
year rather than the outstandings which include instalments of subse- 
quent years We, therefore, recommend that the Registrars of Co- 
operative Societies and the Reserve Bank which not only publishes 
the Statistical Statements relating to the Co-operative Movement m Indie 
but is also otherwise intimately connected with data and returns relat- 
ing to co-operative banks, may arrange for data to be collected and 
presented m such a form that the relationship between the amount 
due for repayment (1 e , demand) and that part of it \\ hich is not 
recovered (1 e., overdues) mav be brought out clearlv 
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SM\LL FARMERS DEVELOPMENT AGENCY 1 

It is now generally agreed that the small farmers have not benefited 
in proportion either to their numbers or their needs from the various 
programmes of rural dc\ elopment which ha\ c been under implementa- 
tion during the three Plans Onr rc\ icw' of the record of the co-operative 
agency m Chapters 6 and 7 con films that this is also broadly true in 
regard to the availability of institutional credit for agriculture The 
increasing awareness of the significance and urgency of this problem 
is reflected in the emphasis which the document on the Approach to 
the Fourth Flan has laid on special arrangements to be made for the 
small farmer both for institutional credit and State assistance This 
paper has suggested that the problems of small farmers, dry farmers 
and similar categones require to be identified and dealt with in the 
specific context of their own environment and has referred to the need 
for pilot experiments 111 this respect on an adequate scale and under 
different sets of conditions The problems of small farmers arc vast 
and complex, and we cannot in this Report deal with their many 
facets We hav c set oursclv cs a limited task One aspect of it is to suggest 
practicable measures for expanding the flow of co-operative credit to 
such cultivators The other — with which this chapter is primarily 
concerned — relates to certain pilot projects which, we recommend, 
should be undertaken m selected districts for assisting small farmers 
in an integrated manner Our recommendations for the establishment 
and working of a Small Farmers Development Agency do take us 
bejond the sphere of credit But then, if credit for such farmers is to 
be fruitful, it has to be provided as part of a wider effort to raise their 
economy to a surplus lev cl We would, however, clarify that w r e concern 
ourselves here only with farmers whose business, including subsidiary 
activities like animal husbandry, is potentially viable and can in 
actual fact be rendered viable, if there is support in terms of irrigation 
facilities, supplies of inputs, services such as tractor-ploughing, tech- 
nical guidance and so on We leave out of consideration here — not 
because they arc not important, but because they largely fall outside 
our terms of reference — other weaker sections of the rural population 
such as sub-marginal farmers and agricultural labourers What these 
require is a far-rcaclung programme of rehabilitation, including, but 
extending far beyond, mere credit Before we set out our approach 


1 Thu chapter a\as part of the Interim Report submitted on 8 February 1969 
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to the problems of viable small farmers and make specific recommenda- 
tions, we shall first present the relevant background of facts, views and 
experience We give in the following paragraphs material which falls 
into two categories The first of these — largely statistical — is based 
on investigations conducted on a national scale such as the Census, 
the National Sample Survey and the All-India Rural Debt and Invest- 
ment Survey The other summarizes the findings of some of the studies 
in different parts of the country which were recently undertaken in 
two or three instances by the Reserve Bank, but in many others by 
individual economists or institutions at the specific instance of the 
Planning Commission 


Statistical Data 

2 It is necessary, at the outset, to have a concrete, even if rough, 
picture of the position of small farmers The definition of this category 
of farmers raises several problems of methodology and is hence difficult, 
though a small farmer can be fairly and easily identified for practical 
purposes Nor can there be any uniform definition for the whole country 
Cultivators may be handicapped in one or more respects Thus, the 
limited size of the holding may be too small for producing a surplus 
Or the farmer’s status on the land may be uncertain or otherwise 
unsatisfactory, as, for instance, in the case of oral lessees In still other 
cases, the difficulty may arise from basic poverty resulting from natural 
factors such as infertile sods, poor or capricious rainfall, or incidence 
of floods Though, thus, the size of the farm is not the only relevant 
yardstick, most of the all-India statistics are avadable only with re- 
ference to this rough and ready criterion Not only does the actual 
area of the farm possess varying significance according as the holding 
is irrigated or not, but even the size itself, particularly for essentially 
relative categories such as ‘ small * medium ’, and ‘ large differs 
according to the landholding patterns of different districts Further, 
it must be remembered that the word ‘ small ’ for the purposes of the 
programme put forward in this chapter means * viable, provided inputs 
are accessible ’ Hence, in presenting the various statistics of size on 
an all-India basis in the following paragraphs, we advisedly avoid any 
sharp classification of these into small, medium and large In preference, 
we use the blanket description of * categories I, II and III each ol 
which represents a broad range rather than any specific group For 
example, category III which we define as up to 2 49 acres or just 
under 2 5 acres may be taken broadly to range from ‘ very small to 
small ’, depending upon the conditions we have referred to earlier, 
including pattern of holdings, geographical features, soil and water 
Similarly, category II may be taken to represent a wide range which 
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includes some small fanners at one end and medium cultivators at 
the other Citcgors I, in a similar way, comprises those ranging from 
medium to large cultivators 

Distribution of Cultivator Households 

3 1 It is the numerical strength of different groups of farmers which 
irnv first be considered Table i gives the distribution of cultivating 
households on the criteria which we has c just mentioned, and with 
reference to data based on the igGi Census The proportion of culti- 
vator households of catcgorv III is 34 5 per cent for the country as 
a whole, while that of farmers of catcgoncs I and II is 28 4 and 37 1 
per cent rcspcctncK I11 f.ict, about n per cent of the cultivating 
households had holdings of less than 1 acre The proportion of holders 
of eategors III is the largest in Kcialu at 80 5 per cent, followed by 
Bihar, Tamil Nadu and West Bengal, where nearly one half of the 
households were of this group The other states in which the proportion 
is cigmficant arc Jammu and Kashmir, Uttar Pradesh, Orissa, Andhra 
Pradesh and Assam Again, of the total farmer households in the 
countrv belonging to eategors III, as inanv ns 22 5 per cent arc from 
Uttar Pradesh and iG 9 per cent from Bihar West Bengal, Tamil 
Nadu and Andhra Pradesh each accounted for about 9 per cent 
N'carls two-tlnrds of all such households in the country are to be found 
m these fisc states 

4 'U c ma> next consider the number of holdings according to 
si7c, since this throws light on the dimensions of the problem of small 
farmers Statc-ssisc data based on the National Sample Survey (16th 
Round) arc presented in Table 2 Of about 49 million operational 
holdings in the country, a little over 40 per cent were of less than 
2 3 acres 5 Onc-tlnrd of the total were of category II as defined earlier 
The balance of about one-fourth exceeded 7 49 acres and came under 
category I Inter-state variations broadly follow the same pattern as 
in the previous table The largest proportion of holdings of less than 
2 5 acres is found in Kerala, Bihar, Tamil Nadu, Orissa, Uttar Pradesh, 
Andhra Pradesh and West Bengal in that order The number or such 
holdings, however, is the largest in Uttar Pradesh followed by Bihar, 
Tamil Nadu, Kerala and Andhra Pradesh 

5 We may now turn to the area occupied by operational holdings 
of different sizes Table 3 gives the relevant data It is seen that, though 

1 In this and the following paragraphs of this section, we have drawn on a study on the 
subject prepared in the Division ofl’lanmng and Special Studies of the Economic Department 
of the Reserve Bank of India, Bombay 

* An operational holding is defined as a holding consisting of one or more parcels of land 
used for agricultural production by a person, being a single household or number of house- 
holds operating jointly, with the help of the same technical resources, 1 e , implements, 
livestock, etc 
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Distribution of Cultivating Households (Rural) according to Size of 
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numencaUy large, holdings of less than 2 5 acres account for only a 
small proportion of the cultivated area Thus, the fanner households 
with holdings of less than 2 5 acres formed 34 5 per cent of the total 
number of households and accounted for 40 7 per cent of the holdings 
but their share in the cultivated area was only 6 8 per cent On the 
other hand, those with holdings of 7 5 acres and above, though being 
only 28 4 per cent of the total cultivator households, accounted for 
70 per cent of the area This brings out the extent of inequality of 
distribution of the cultivated area In some states, however, the pro- 
portion of the total area which was cultivated by the farmers with 
holdings of category III was substantially larger than the all-India 
aierage It is in Kerala that such holdings account for the highest 
proportion — 25 6 per cent — of the total cultivated area This 
proportion is also relatn ely significant in Tamil Nadu (r6 6 per cent), 
Jammu and Kashmir (14 8 per cent), Bihar (138 per cent) and Assam 
and West Bengal (13 4 per cent each) 

6 Another factor of relei ance in this context is the status of the 
farmers of different categories vis-a-ms the land cultivated by them, 

1 e , whether they cultivated land owned by them or leased by them 
or both Table 4 summarizes the available data m this regard as dem ed 
from the 1961 Census For the country as a whole, of those who culti- 
vated only owned land, 28 6 per cent were cultivators of category I, 
while 36 4 per cent were of category II and 35 per cent were of cate- 
gory III The distribution of pure tenants among the three groups 
was, on the other hand, uneven Categories II and III accounted for 
32 8 per cent and 54 2 per cent respectn ely of this total while only 
13 0 per cent were of category I Owner-cum-tcnants were, on the 
other hand, more evenly distributed than pure tenants though the 
proportion of cultivators of category III was much lower at 22 3 
per cent The fact that a majority of farmers cultivating leased land 
in Kerala, Bihar, Tamil Nadu, Uttar Pradesh, Orissa, Assam, Andhra 
Pradesh and West Bengal were those of category III reflected, to some 
extent, the pressure of population on land In states such as Punjab, 
Rajasthan, Gujarat and Madhya Pradesh, on the other hand, farmers 
of category I were fairly important among the pure tenants as well as 
owner-cum-tenants This suggests that relatively small farmers in these 
states may be experiencing difficulty even m obtaining land on lease, 
in \ lew of the competition from large farmers 


National Sample Survey Data 

7 To assess the comparative position of different categories of hold- 
ings m regard to various aspects of farm business, we draw again on the 
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data available from the National Sample Survey The following are 
the mam findings based on this data 

(t) Of the total number of labourers employed on the farms, only 
15 per cent were on holdings of category III while those of cate- 
gories I and II accounted for 50 per cent and 35 per cent respectively 
(11) The proportion of holdings with irrigation facilities was almost 
uniform for each category Nor was there any marked difference as 
between them in regard to the proportion of those using chemical 
fertilizers or manures 

(in) So far as working cattle was concerned, however, there were 
significant differences between the groups of holdings For 100 
households, there were only 8 working cattle for holdings up to 
o 49 acre, 43 for those between o 5 and 1 0 acre and 86 for those 
from 1 to 2 49 acres Tlius, a fairly significant proportion of the 
small holdings did not have any working cattle 
(ip) The position in regard to agricultural implements was similar 
to that for cattle Iron ploughs were rarely found amongst farmers 
of less than 2 5 acres and even wooden ploughs were not available 
with a large proportion of the holdings up to 1 acre Non-availabihty 
of cattle as well as implements appears to reflect the weak resources 
position of the small holdings 

AIRDIS Data {1961-2) 

8 We may now consider some of the conclusions which seem to 
follow from the data of the All-India Rural Debt and Investment 
Survey (1961-2) of the Reserve Bank The items we refer to are those 
concerned with the financial inputs and transactions of small farmer 
households As the cultivators were classified according to asset groups 
for the presentation of the results of tins Survey, we have for the present 
purpose divided them into three groups on the basis of the average 
holding in each asset group, viz , those with assets of less than Rs 2,500, 
those with assets of Rs 2,500 to Rs 20,000 and those with assets above 
Rs 20,000 Here again, tins is necessarily an arbitrary classification 
which is adopted only for convenience of presentation, since apart 
from other factors, the actual method adopted for valuation 
of land is an element which may affect the basis of an asset-wise 
classification Subject to this qualification, the mam points which 
emerge from this set of data are the following 

(t) There was not much difference between one asset group and 
another in regard to indebtedness per cultivated acre or proportion 
of indebted households 

(it) The proportion of households reporting indebtedness to co- 
operatives was only 5 1 per cent for the lowest group, but 14 7 


18 
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per cent for the middle group and 22 6 per cent for the highest 
group Similarly, the proportion of the amount outstanding to 
co-operatives to total indebtedness was only 4 2 per cent for the 
lowest group but 14 3 per cent for the highest Current borrowings 
showed a similar picture 

(tit) The receipts from sale of crops, fodder, etc , amounted 
to only Rs 69 30 per household for the lowest group but as much 
as Rs 1,796 for the highest Besides, the latter sold a larger pro- 
portion of their crop through co-operatives than small farmers 
did 

(iv) As might be expected, the proportion of receipts by way of 
wages and salaries to the total receipts from the total comprising 
industry, trade, transport, salaries and wages, miscellaneous pro- 
fessions and services was higher (at 82 1 per cent) for the lowest 
group than for the highest (for whom it v'as 314 per cent) The 
highest group could earn as much as 19 1 per cent of their total 
receipts of this category from industries and 24 8 per cent from trade, 
apparently because they could command the resources required for 
undertaking such activities 

( v ) The other miscellaneous receipts included those from rent, share 
of produce as co-sharer, hire charges on implements, etc , interest 
and dmdends and remittances About two-fifths of these came from 
rent and share of produce as co-sharer in the case of the highest 
group whereas the corresponding proportion for the lowest was 
only 8 3 per cent Further, the former group also recened relatively 
large receipts by ivay of hire charges on implements 

(w) The uneconomic position of small farmers is brought out most 
prominently by the data on capital expenditure in farm business 
which is given in Table 5 The proportion of households reporting 
such expenditure was as large as 85 per cent among the highest 
group whereas it was only 39 6 per cent for the lowest group, 
the contrast being particularly striking m Mysore, Kerala, Bihar 
and West Bengal Again, the average amount for reporting household 
ivas as much as Rs 716 for the former group as compared watli 
Rs 84 for the latter 

9 The \anous statistical data we have presented go mainl) to 
indicate that 

(:) the number of small farmers is large for the country as a whole 
and particularly large m those states where the pressure of population 
on land is heavy , 

(it) despite their large number, the small farmers account for only 
a small portion of the total area , 

(tit) the proportion of small farmers among pure tenants is much 
larger than that of large farmers , 
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(jd) unequal distribution of land is common, but it is the pressure 
of population on land which places the small farmers at a special 
disadvantage in some states while elsewhere this might be resulting 
from the additional factor of competition from the large holders 
for leased-m land , 

(a) the responsiveness of the small cultivator to improi ed practices 
as measured by the proportion of those who use chemical fertilizers, 
etc , is as much as that of the large cultivator , 

(ai) the proportion of hired labour employed is much less m the 
case of the small cultivator , 

(an) the small cultivators are not well placed m the matter of owner- 
ship of cattle or of agricultural implements , 

(am) the small farmers are handicapped m the matter of access to 
co-operative credit , 

(ix) the proportion of produce sold through co-operatives is greater 
m the case of the large cultivators , 

( x ) the receipts of the small cultivator from sources other than the 
crop are largely by way of wages, whereas for the large cultivators 
they come from rent, share of produce from co-sharer, and also 
from trade and industry m relation to all of winch they have the 
necessary resources , and 

(t 1) the small cultivator is handicapped m the matter of incurring 
capital expenditure on the farm, as compared with the large holder 


Special Studies 

10 The above data bring out the generally unfavourable position of 
small farmers mainly 'with reference to certain statistical indicators. 
The specific handicaps of these sections of the farmers, however, differ 
from area to area with reference to the natural, tenunal and insti- 
tutional conditions obtaining locally Though we cannot attempt any 
exhaustive and countrywide renew, we propose to illustrate the 
diversity of conditions and problems by giving briefly, in the following 
paragraphs, some of the findings of the field investigations and other 
special studies on this subject which have been recently organized in 
two or three cases by the Reserve Bank, but m most of the cases by the 
Planning Commission through certain institutions or individual eco- 
nomists Having regard to the limited purpose we ha\ e m new, w e 
do not attempt either to describe the methodology of the studies or to 
set out m detail all the facts and conclusions emerging from them It 
should also be clarified that we do not necessarily endorse the suggest- 
ions which, having been made m these studies, are referred to by us 
in the followang paragraphs 
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1 1 In ill r im estivation of tlir problem of small farmers in this state, 
the u s’t.its of the M it< were hroull\ classified into three categories 
i i tlir bins ol rtoss prodme per ure and per worker 'I lie first of 
the<e i." nm'ol the e in d u netted i lie-prowlin', ru e-siuphis dis- 
fiitsn f l ul Godavari West God iv it i. Krishna, Guntur and Ni/ama- 
had wl.ih were at i huh level of arm ultur d production Visnhha- 
pat , o i S'erhoulim, ( Inttoor and Kurnool formed a second group 
■>> the inte, tneoi ite level, in vvlmh irru* ition sources were uneertain 
! at i ay tint mu w ” 'till lm.li Ml the other distruts constituting 
t - tlutil s r "']■> vv e 'e at i low levi! of lpruullural growth, hi mg 
''•-rlv i ;a. i diet towin’ mil h tide to drought i onditioiis If small 
f », <-*- we-e dr*,! r 1 i« tin e with an irieage Melding a gross produce 

< ! V ' t( ’,iK thev were found to i (institute a m yoritv m ever)* 

i f» , ** r 1 >- -eo proportion I 'ring th it of firms with a } aid of less 

t *i Vi dl firmer iho u < minted for a signifieant proportion 

i *’ *! r m --il dn,t,. [• other than those nT the fir-t group and 

k r* • 1 I rn it i v w a import ant for »m dl 1 irmrrs onl> m the rich 

< * net It it r e j 1 ejr the tnuntrd ire i w is onl) .about a fifth of tin. 

t ltd re’ In the tiih di trot , for the upper strat i of small farmers, 

a *’ i!t to In ,t urhhn ’ v uietirs w u hound to improve naomes, hut 
r i held up on 1 1 mint of iion-iv ail ihihtv of working capital at 
re i .•’Me i.itr-e t rate, m uleiju ite <1 ills in using modern inputs, 
lie* ofpla it p'oteetimi equipment and inahihlv to take risk s Similar 
opp-i’tumtie r\i'trd even in ru h ire is of poor districts in which co- 

< p*— itive c i edit (mild help mu dl firmcrs even within the framework 
of the politic* irerpted at pre'ent ifonlv the procedures now in practice 
could he 'uitahlv reonented in a few relevant aspects The fortunes of 
the lower 'trata of mu dl firmcrs in ru h districts would depend on the 
inlenwt, of eultivatio i on lug firms which accounted for a major part 
of their emplnvment and incomrs and on whether mechanization was 
ph i rd *o r to he lmd-s mm' r ither thin 1 ihour-displacing Case 
* tudir* 'bowed an mere mug rehiiiie hv sm ill farnurs on darning, 
whuh could lie put on t 'table footing if institutional!) supported 
\ new rletnenl in the tm mi ( ultn ition m a lew rich districts was the 
v ilhirme s of the I tndlord to provide non-traditional inputs to his 
»h ire croppers 1 tiriher, i niw entn prcnuirial class was emerging 
made up of big owners who were displacing small tenants, and the 
ten itu v lend ition often proved ineffective in hilping the small culti- 
vator It u.r, howivrr, in the poor districts that small farmers posed 
the most difficult prnbh m I lie casi studies suggested that co-operatives 


1 H <- «tud> Isa ron'lueiril li) tlir Drjmmnil of Co-ojirrilmn and Applied 1-conoimcj, 
Andlin l nurr U), \V alliir, Andliri I’ridedi 
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could not function successfully in the dry villages m competition with 
moneylender and trader Huge investments in agriculture to provide 
assured irrigation were necessary Therefore, the new strategy could 
be of effective use to small farmers in rich districts but not to those m 
the poor districts which faced permanent stagnation unless something 
could be done to assure improv ement in irrigation, etc 


Assam 1 

12 While the average holding in Assam was one of 5 3 acres, 35 to 
40 per cent of rural families had holdings of only 1 to 1 75 acres The 
difficulties of small farmers had been aggravated by fragmentation 
and the location of some plots at a considerable distance from where 
they resided Their response to improved agricultural practices was not 
generally encouraging Though co-operative farming societies for 
cultivation of gov eminent reserved forest lands had shown good results 
initially, conditions deteriorated later m all farming societies Land- 
owners being influential and land scarce, the provisions of land reform 
conferring ownership on tenants have remained ineffective in practice. 
Smce they were barely able to meet subsistence needs, the small 
farmers could not, m many cases, afford to invest in modem inputs 
It has been suggested that those with holdings of less than 2 5 acres 
might be supplied inputs on credit at subsidized rates As the prices of 
draught animals were prohibitive, only a few of the small farmers 
could afford to purchase them At the same time, soil being hard, 
autumn paddy could not be cultivated without deep ploughing Small 
tractor service stations w ould, therefore, help Permanent fencing is as 
another important requirement Double cropping needed more water, 
tractor services, etc Credit ■was needed, m this context, among other 
purposes, for purchase of cattle and purchase of seedlings The failure 
of family planning programmes to produce any impact added to the 
small farmer’s difficulties As many of the farmers fell sick during the 
peak season for cultivation operations, medical assistance in villages 
required to be improved The uneconomic nature of the small holdings 
could be compensated if the farmer’s income could be increased by 
more mtensn e farming and efforts to provide subsidiary income from 
sources such as milk supply and horticulture Cottage industries such 
as handloom and bamboo vs'ork could also be developed for augmenting 
the income of small farmers ^Vhile facilities advanced under various 
dev elopmental programmes in the past had gone, by and large, to big 
farmers, it vs as necessary to see that services and supplies vs ere supphed 
to small farmers of all categories 

1 The stud} was conducted bj the -Vgro-Economic Research Centre for North East India, 
Jorhat, Assam 



SPECIAL STUDIES 


55 1 


Kosi (Bihar ) 1 

13 A study of the problems of small farmers of the Kosi Project area, 
revealed that, broadly, all classes of cultivators had readily adopted a 
multiple cropping pattern but there was some reluctance to take to 
high-yielding varieties of seed especially for khanf paddy Only about 
19 per cent of the small farmers were estimated to be progressive enough 
to dem c full benefit from the new technology Though willing to apply 
fertilizers and pesticides and take up other improved practices, the 
small farmers were handicapped by factors such as fragmentation of 
holdings, insecurity of tenure which left the tenant with little incentive 
to imprmc the land, inadequate and untimely supply of inputs and 
water for irrigation, unsuitability of the soil, lack of credit facilities, 
inability to level the land as preliminary to cultivation and unsatis- 
factory arrangements for marketing and storage A broad conclusion 
of the field study was that an irrigated farm of 3 2 acres could be made 
viable if a treble cropping pattern was adopted and high-yielding 
varieties were grown If improved varieties were to be adopted to a 
lower degree, the minimum holding for inability would be 5 1 acres 
On the other hand, for non-imgatcd areas, the size of a viable farm, it 
was estimated, might vary from 10 8 acres to 23 1 acres The average 
size of holding being only 5 acres, it was, therefore, crucial to provide 
for irrigation as also for the supply of inputs and extension services So 
far as farmers with holdings of even less than 2 5 acres were concerned, 
they could be made viable only if, in addition to agriculture, subsidiary 
occupations such as horticulture, dairy, poultry and cottage industries 
were also undertaken 

Kaira and Ahmedabad (Gujarat)- 

14 According to the field study undertaken in respect of a sample of 
farms selected from Nadiad taluka of Kaira district and Dchgam 
taluha of Ahmedabad district, both in central Gujarat, in regard 
to the significance of the new strategy of agricultural development 
for small farmers, the mam reason for the failure to adopt lngh- 
yicldmg varieties of bajra was the lack of resources, particularly in the 
case of small farmers Ignorance or lack of knowledge handicapped 
only 31 per cent of those who did not adopt these varieties m villages 
in one taluka and 8 per cent in those of the other Other reasons given 
were high cost of seeds, the unsuitability of the fodder of the hybrid 
crop, fear of seed adulteration and the difficulty in undertaking mixed 
cropping of pulses with hybrid bajra as with deshi bajra As some of 

1 The study was conducted under the direction of Kosi Area Development Commissioner 

1 The study was conducted by the Agro-Economic Research Centre, Sardar Patel Uni- 
versity, V-illabh Vidyanagar, Gujarat 
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these difficulties could be easily overcome with proper extension, the 
general conclusion drawn is that there was widespread awareness about 
'the hybrid bajra, that there were few insurmountable prejudices or 
inhibitions concerning it among farmers and that, unlike other high- 
yielding varieties of foodgrains, it did not suffer from price discrimina- 
tion or consumer discrimination One of the major questions dealt with 
m the study relates to the extent to which the new technology can help 
small non-viable farms to become viable On the assumption that a 
sum of Rs 2,250 was the amount required for household consumption 
expenditure per year and that all those farms were non-viable which 
could not earn enough farm business mcome to meet these consumption 
needs, it was calculated that the minimum land requirement for 
viability was about 4 5 acres in one taluka and 7 acres in another if the 
hybrid bajra programme was adopted, and 9 acres and 10 acres 
respectively if it was not The amount of additional income earned by 
those who adopted new technology would depend upon the area 
brought under the high-yielding varieties and the level of efficiency 
with which the new technology was adopted, and the latter was the 
more important factor from the pomt of view of achieving inability 
■with a relatively smaller acreage Even though as a result of adoption 
of new technology, the business mcome of the small farmers would be 
increased in different size groups by 27 per cent to 40 per cent in one 
taluka and 1 7 to 35 per cent m the other, farms of a size less than the 
respective limits of 4 5 or 7 acres mentioned above, would still be 
non-viable and would have to be assisted by some other measures of 
rehabilitation It is estimated that nearly one-fifth of the non-viable 
farms could be made viable m Kaira and Ahmedabad districts 
with the adoption of hybrid bajra at a fair level of efficiency The extra 
costs m terms of outlay on improved seeds, fertilizers and charges for 
hired labour involved in making these viable were marginal What 
was needed was a concentrated effort for propagating the adoption of 
new technology at a high level of efficiency and on the entire area 
covered by local bajra It was estimated that even after new technology 
was brought to the non-viable farms, nearly 70 per cent of the farms 
m Kaira district and 40 per cent in Ahmedabad district would remain 
non-viable and require other steps for augmenting their incomes 

Mehsana (Gujarat ) 1 

15 The study in Mehsana district of Gujarat helped to illustrate 
the possibilities wluch existed for the small farmers to develop their 
farm business by adopting improved technology, if irrigation were 

1 The stud) was conducted by the Division of Rural Economics, Economic Department, 
Reserve Bank of India, Bombay 
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available The difference in size between small and big farmers m the 
district not being too large, the scope for conflict between different 
sections of farmers was limited There was, on the other hand, a 
great deal of mutual co-operation The underground water being 
abundant and each individual farmer being unable to sustain the 
necessary investment, partnership m irrigation was becoming common 
The large farmers found it worth while and necessary to provide irri- 
gation facilities to a few small farmers so as to make their own operations 
viable Tlus trend was also supported by the arrangement under winch 
the land development bank providedjomt loans to groups of borrowers 
Irrigation helped to raise a second crop as well as fodder for milch 
animals Milk supply had emerged, m this context, as an important 
subsidiary source of income, and led to some prosperity among small 
farmers wherever dairy co-operatives had been orgamzed The availa- 
bility of large grazing grounds and the proximity of areas growing 
cotton and hence providing cotton seeds as cattle feed were two other 
factors which helped this trend 

1 6 The potential which had been opened up was not, however, 
being fully exploited pardy because the lifting of water was proving 
costlier in certain areas in the absence of electrification and also because 
fertilizers were not avadable at the right time and in the required 
quantity Another handicap was die lack of adequate credit for the 
purchase of dairy animals In die absence of processing facilities, the 
district milk supply federation could not take up a larger development 
scheme than had been adopted The other relevant factor was that 
the district central co-operatne bank wanted to route medium-term 
loans for diese purposes through die primary credit societies while the 
mdk union preferred to channel them through die primary milk 
societies Despite these problems, the small farmers m Mehsana 
district were generally much better off than they had been some years 
ago More improvement could, however, be achieved if there was 
progress m certain directions The majority of small cultivators \\ ere 
not using die high-yielding seeds and fertilizers for various reasons 
such as lugh costs, non-availability in tame, lack of knowledge of die 
connected techmques, the inadequacy of water and the cost of irriga- 
tion, especially ■where electric power was not used Though die milk 
supply co-operatives had gready helped farmers, these could not jet 
take over their entire production The study show ed that, e\ en m an 
area of infertde sod and low' rainfall, die lot of the small farmer could 
be improved if (z) irrigation facilities w T ere made avadable for at least 
part of his holdmg with die help of institutional credit, (n) double 
cropping w r as adopted, (m) cultivation of cash crops was taken up, 
and (iv) mdk supply and dairying w ere de\ eloped so as to provide an 
increasing subsidiary income 
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South Kanara (Mysore ) 1 

1 7 The study m South Kanara was m respect of the implementation 
of land reforms -with special reference to small cultn ators Pnor to the 
land reforms, as many as 70 per cent of the cultivators in the district 
were tenants and the average size of their cultivated holdings was 
3 8 acres About 10 to 20 per cent of the area shown as under personal 
cultivation was, in actual fact cultivated vsnth hired labour by owners 
living in towns Rents, paid m terms of fixed produce or share of crop, 
varied between 50 and 70 per cent of the produce. The Land Reform 
Act sought, inter alia, (1) to confer occupancy rights on tenants of 
absentee landowners, (11) to acquire surplus lands by placing a ceiling 
on holdings and taking over leased-out lands for distribution among 
small holders and landless labourers, (in) to regulate rents payable to 
landlords, and (tv) to pay compensation to landlords who v\ ere to 
part with their lands The conclusion of the study was that the problems 
which the legislation had been initiated in 1958 to tackle remained as 
serious in 1968, mainly because it was only in 1967 that it came to be 
actually enforced after having been amended in important aspects m 
1965 One result of this delay was that the larger landholders could 
(and did) parcel out their lands or sell them away so as to circumvent 
the provision for a ceiling on holdings The more pov erful landlords 
took back their lands from the tenants by persuasion, threat or force 
and then engaged them as labourers, thereby giving absentee-ownership 
an appearance of personal cultivation of land Failure to ensure 
the proper and timely collection of the requisite data and the delay 
m preparing various records and setting up the relevant machinery, 
etc , resulted in implementation being difficult and slow The conflict 
of interests between the landlords and tenants, which continued, was 
intensified by the vagueness of some of the mam provisions of the Act 
and the absence of the required land records Meanwhile, there v\ ere 
clashes between the landlords and tenants of plots which the former 
might have to surrender, m regard to matters such as the flow of 
water from one field to another, grazing facilities for cattle, nght of 
passage and so on As a result, the supply of credit from the landlord 
and other private credit agencies on which the tenants heavily depended 
till then, considerably contracted The study indicated that the smaller 
landlords who depended substantially on rents for their incomes, had 
been hit m the transitional period by the arbitrary manner in which 
gross produce and consequently rents came to be fixed at a low level, 
defaults on these payments, etc The inv estigation also indicated that 
several tenants were not interested in acquiring occupancy rights on 


1 The study was conducted by the Division of Rural Surveys of the Economic Department, 
Resen e Bank of India, Bombay 
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the payment of a price to government but pi eferred to continue in their 
current situation, provided security of tenure was assured and the rent 
was regulated as at present As they were not feeling confident of being 
able to pay the price for these rights, they were apprehensive of the 
consequences of any default m these payments, particularly in view of 
the restricted rights of transfer which would be available after they 
opted for occupancy rights Nor did they like the prospect of the other 
alternative given to them, viz , becoming tenants of government, as 
that would deprive them of the main source of credit, namely, the 
landlord and other private credit agencies Thus it appeared that these 
provisions regarding conferment of occupancy rights under the Act 
could be effective only when the tenants were assured of adequate 
institutional credit to enable them to purchase these rights as also to 
meet their credit needs for current farm expenditure to a much larger 
degree than at present The land reform legislation, as it stood, 
appeared to ignore certain real problems One of these related to the 
landlords who, although staying outside the village, evinced interest in 
the cultivation as well as development of land Another problem spelt 
out by this study concerned the need for rehabilitating small landlords 
whose income had suffered with the reduction in rent Moreover, even 
if a small landlord wished to take back his land for cultivation, he 
might not be able to do so in many cases as the tenant had the prior 
right to retain a minimum holding, and resumption of an economic 
holding was almost impossible if he had leased out his land to more 
than one tenant Above all, in the absence of large holdings which 
could yield ‘ surplus ’ land, the generally uneconomic size of holdings 
in the district appeared likely to continue — if not decline further — as 
a result of the enforcement of this legislation 


Phulbani (Onssa) 1 

1 8 The object of the field study undertaken m Phulbani district 
was to assess the nature of the credit needs of farmers m a predominantly 
undeveloped and tribal area and to evaluate the part played by grain- 
golas over the last decade in meeting these needs Twenty gram-golas 
and 302 cultivating households spread over 10 villages were investi- 
gated for the study The Phulbam district which is m an area of forests 
and hilly tracts is extremely backward and undeveloped, with a large 
population of scheduled tribes and castes It is said that these tribes 
who arc accustomed to nomadic life and shifting cultivation are not 
interested m improving their economic condition by special efforts 
Illiteracy is widespread and it is difficult to find persons who have the 


1 The study was conducted by the Department of Rural Economics, Utkal University 
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enterprise and ability to improve their agriculture Further, the hilly 
tracts are hardly suitable for crop cultivation A large number of 
holdings are of less than an acre and the land is largely unsurveyed 
On most of the land, only one crop is raised during the year, irrigation 
facilities being almost totally absent and rainfall bemg irregular though 
not negligible Communication facilities m the district are very' poor, 
the railways not having touched it and the road transport system being 
generally inadequate As a result of all these factors, the productivity 
ofland has remained low and the limited produce which is raised does 
not fetch a fair pnce for the cultivator The moneylenders, on whom 
the agriculturists are largely dependent for credit, advance small loans 
for short periods and realize them on the market day' It was to protect the 
cultivators from these moneylenders and traders who compel the culti- 
vators to sell the produce to them at a low price in return for the money 
advanced that grain-golas came to be organized between 1956 and 1959 
19 The jurisdiction of grain-golas is too large for effective service, 
each of them covering, on an average, about 60 villages and popula- 
tion of over 5,500 Secondly, c-ontmuous droughts and poor super- 
vision have resulted in heavy defaults and brought fresh financing to 
a standstill Thirdly, gram stock which formed the capital resources of 
the societies have been steadily depleted Fourthly', the members of 
the board of directors being mosdy illiterate and the secretanes largely 
untrained or ill-quahfied, management and supervision have been 
totally inadequate Legal processes for recovery are largely ineffective 
because the borrowers generally possess no assets apart from their 
thatched huts and, in some cases, could not themselves be traced 
because of their nomadic habits Financing of such cultivators was 
difficult for more than one reason With large parts of the area remain- 
ing unsurveyed, it was difficult to judge the creditwortluness of the 
borrowers Besides, while paddy' loans were very' much in demand, the 
supply was poor Further, the central co-operative banks could not 
sanction loans to the grain-golas in tame and in adequate amounts 
It was reported that, on an average, only about a tlurd of the credit 
needs of the cultivating households in the selected villages was met by 
co-operatives Of the total membership, 23 per cent had received cash 
loans of an average amount of Rs 173 and 29 per cent had received a 
kind loan of about 2 quintals of paddy on an average Effective coverage 
was so low partly' because several of the members lacked creditworthi- 
ness and partly because of the large jurisdiction and membership of 
the societies in relation to the limited resources which they could 
command The mam complaints of the members related to the in- 
adequacy' of the loan granted, its untimely disbursement, elaborate 
formalities associated with the loan application, official harassment 
and the unsuitable nature of the security required 
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20. One of the suggestions made, on the basis of this study, to 
improve the present situation is that, increasingly, the economy of the 
district should be opened up to the outside world by extending transport 
and communication facilities Secondly, purchase and sale arrange- 
ments on a co-operative basis should be developed so as to facilitate 
the marketing of the produce of the tnbal agriculturists Thirdly, 
earnest efforts should be made to recover the dues of societies, to 
exercise greater supervision and to ensure better management and 
maintenance of accounts and records of the societies 

Thanjauur ( Tamil Nadu ) 1 

21 The field study in Thanjavur district showed that it was an 
area in is Inch the task of increasing production through intensive use 
of modern inputs had been handicapped by a relatively weak co- 
operatne credit structure on the one hand and a system of land tenures 
and tenancy is Inch seemed to make for tensions m the countryside on 
the other As regards the reasons for the low level of participation in 
the H V P , particularly by the small tenant farmers, it was found that 
the small cultivators were as affected as the others by physical factors 
sucli as the lack of adequate drainage facilities, salinity, the menace to 
standing crops resulting from field rats, etc The more important, how- 
c\ cr, were the economic factors which affected mainly the small tenant 
farmers While a supplemental-)' source of irrigation was needed 
if they were to raise the new varieties with confidence, several of them 
could not invest in wells because they could not offer acceptable security 
for term credit Further, the rise in wage rates and fertilizer prices 
pushed up the costs of cultivation Several small cultivators, therefore, 
preferred to limit cultivation of lugh-yiclding varieties to a small part 
of their total holdings, determining the extent of participation with 
reference to the location of the farm, its distance from canals, 
the chances of raising a double crop, the resources available to them 
and their ability to meet the liability of rent to the landlord The 
tenancy situation was characterized by a preponderance of small 
cultivators with uneconomic holdings and a small number of big 
tenants and owncr-cum-tenants who sublet their lands Land was 
owned, in large part, by absentee landlords and, to a limited extent, by 
a few big resident landlords, temples and trusts Though comprehensive 
land reform legislation had been in force for over a decade with a view 
to fixing fair rents, apportioning the farm outlay between the landlord 
and the tenant, remitting a part of the rent in the event of crop failure 
and limiting the size of lease holdings, etc , only limited progress had 

1 The study was conducted by the Division of Rural Economics, Economic Department, 
Reserve Bank of India, Bombay 
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been made in effectively implementing it and fulfilling the objects 
underlying it. Among the factors which explained this situation v ere 
the ignorance, on the part of the small farmer and the tenant, of the 
prolusions of such legislation, the strong feudal relationship which 
continued between the landlords and tenants, the tenant’s reluctance 
to seek redress through the rent courts and the pressure of population 
on the land Co-operative credit, as it operated m the district, had 
also not been sufficiently helpful to tenant farmers The scale of finance 
m the area of the Kumbakonam central bank — one of the tu o banks 
serving the district — was only Rs 150 per acre of paddy for a tenant 
while it was Rs 250 per acre for a landlord In the other central bank, 
viz , the Thanjavur central bank, there was discrimination against a 
tenant m practice though not under the loan rules According to this 
study, the increases in agricultural production which were being 
achieved in Thanjavur district, therefore, could only aggravate 
income disparities in rural areas unless the factors which accounted for 
the limited participation of the tenants in this effort were gone into 
and action was taken to remove the constraints imposed by the tenunal 
conditions and the co-operative lending policies 


Farmers in Dry Regions 1 

22 Areas of low rainfall, 1 e , less than 30 inches, are spread over 77 
districts m the country and account for a little o\ er one-third of the 
sown area Only about 18 per cent of this area is irrigated, mainly in 
Punjab and Uttar Pradesh, and even tins becomes doubtful when 
rains fail The bulk of the land in this low rainfall (dry) region is under 
cereals, of which jowar, bajra and other minor millets account for the 
larger part, wheat and nee being grown m the irrigated areas An 
agricultural breakthrough m these areas would, therefore, depend 
largely on the extent to which the production of bajra and jowar can 
be raised with the use of improved seed and farming practices, irriga- 
tion facilities can be extended and the pattern of cereal cultivation 
can be changed in step -with extended irrigation While the production 
of nee and wheat in different regions increases, thanks to irrigation 
and high-yielding varieties, the farmers in the low rainfall region may 
be adversely affected not only because there will be no similar rise in 
their production of cereals but also because the increased availability 
of supenor cereals may bring down the pnees of the millets produced 
by them Some expansion of flow' and lift irrigation even m the dry 
region is likely but this mil benefit wheat rather than other cereals 
Nor is extensive adoption of hybrid bajra likely in the dry districts 0 

1 The $tud\ was conducted b> the Golhale Institute of Economics and Pobncs, Poona 
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Rajasthan, especially where irrigation is absent Similar uncertainties 
may discourage the cultivation of hybrid bajra in ummgated areas of 
Gujarat, while, m the areas to which irrigation is extended, it will have 
to face competition with a profitable crop such as tobacco It is the 
low rainfall districts of Maharashtra, Mysore and Andhra Pradesh, 
where conditions are more or less similar, that present the most difficult 
problem In some of these areas rainfall is not only low but is capricious 
over the same season, as well as over years, and hence failure of crops 
has been frequent There are possibilities of increasing the availability 
of water for irrigation purposes, both by way of full utilization of the 
surface flows and of underground resources, but these are uncertain 
as is illustrated by a large number of wells which are failing to strike 
water So far as Maharashtra is concerned, on recent experience, 
indications are that hybrid jowar cultivation can be extended in the 
khanf jowar growing areas, wluch, though umrngated, have fairly stable 
rainfall Performance of hybrid bajra is not, however, promising in 
view of uncertain rainfall and the relatively inferior soils with winch 
bajra is associated Similar may be the position with hybrid jowar in 
the rabt season in view of the cost of cultivation, the likely price 
disadvantage and the fear of stem borer attack Therefore, increased 
production through high-yielding varieties seems likely to occur 
mostly m areas with better rainfall and irrigation facilities and the 
position of dry region farmers may in fact worsen if the millet prices 
fall as a result of larger production of superior cereals and even of 
millets in other areas 

23 Prospects of progress in the low rainfall region through the 
adoption of the hybrid and high-yielding varieties of millets being 
limited, other means to improve farming m these regions have to be 
considered The foremost of these is to extend irrigation facilities 
In view of the limited possibility of using surface flows in certain 
regions, it may be examined whether building small dams along the 
course of a river and allowing water to be lifted with the help of electric 
and diesel pumpsets would be preferable to irrigation through large 
dams and canal systems Secondly, steps have to be taken to economize 
in the use of the canal water in the irrigated parts of the dry region 
The next step is to have more wells In view of the large outlay involved 
(about Rs 3,500), on the one hand, and the real risk that water ma) 
not be struck, on the other, it may be considered whether well construc- 
tion can be encouraged by a provision for writing off the loan with 
which it has been financed by die land development bank or by go\ em- 
inent, in die event of its proving infructuous A speciahzcd agency can 
be set up to choose the areas for sinking wells and supervising the work 
so as not only to help the small farmers but also to check misutilization 
of such loans E\cn if several dry farms ma} thus be lmgatcd, a large 
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part of the region will remain dry with little opportunity for switch- 
over to more remunerative crops or crop patterns The possibilities 
of dairy and poultry farming helping to provide significant supple- 
mentary occupations to these farmers are also limited by the difficulty 
in ensuring proper marketing facilities and the non-availability of 
fodder and concentrates as also of water Dairy farms in these areas 
will have to purchase their concentrates as well as fodder from outside 
and the experience m the Poona area in 1965-7 was that the limited 
business in this direction of a number of farmers was almost wiped out 
following drought and the resulting shortage and high prices of fodder 
and other feed The other alternative to be considered is whether a 


large part of the population can shift from agriculture to other occupa- 
tions Agricultural processing may provide some opportunities for 
industrial employment m parts of the region but the potentiality' in this 
regard is limited If, on the other hand, migration of the rural popula- 
tion to industrial areas is to be considered, this may be practicable for 
agricultural labourers but not so easy' for the small landowners who 
will find it harder, as a result of recent tenancy legislation, to lease out 
their lands while they go to look for work elsew'here It is true that 
illegal tenancy, cultivation by' the family bemg kept m the village and 
other methods are being tried by some migrants to evade such legisla- 
tive prolusions but there is a real problem resulting from the prohibition 
of tenancy in the case of the small landowners 

24 As for the small farmer, 1 e , a farmer w'hose resources do not 
suffice to keep him and his family at a minimum level of subsistence, 
credit or other assistance may be of little use, as it is likely to be wasted 
away on consumption unless it can help to make his business viable. 
From an exercise which proceeds on the basis of a minimum level of 
income in terms of the minimum cereal requirements of a household 
supplemented with the other expenses and determines the size of 
holdings which can yield that income, it appears that a farmer in the 
dry region with less than 10 acres may be considered as a small farmer 
Nearly 44 per cent of the farmers in the scarcity' areas of Maharashtra 
had holdings of less than this minimum It will not be easy for any 
institutional lending agency to regulate the credit and consumption of 


such a farmer at a subsistence level unless all his cash receipts arc 
channelled through it For these farmers, the limited prospects of 
adoption of hybrid jowar and bajra will depend very much on the 
availability of credit but even this will not be possible for the very 
small farmers in the dry regions There is a range within wluch the 
small farmers can, by raising hybrid varieties, lift themselves up with 
the help of additional borrowed resources but these and similarefforts, 
including the successful conversion of a dry farm into an irrigated 
one, will require a package credit programme, which will make 
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not of any benefit to this region The only way of stabilizing the eco- 
nomy is to provide assured water supply, as, for example, has happened 
m Ganganagar with the construction of Gang Canal, but the scope for 
such development of water resources is extremely limited To get water 
from outside the region is also difficult Nor does exploitation of ground 
water resources offer much scope because of s alini ty of ground water 
and other factors Though there is not much promise m this direction, 
some limited possibilities exist The impounding of seasonal streams 
may be of some help but this would affect the potential of dug 
wells 

27 In the absence of irrigation, all that can be done is to adapt 
farming to the and environment by taking steps for the maximum 
conservation and efficient utilization of the available moisture and the 
diversification of farming through emphasis on crops and other farm 
enterprises (such as livestock raising) w'hich can withstand the sev enty 
of this environment The former would include measures such as 
bunding, contour-furrowing, creation of shelter belts, range fencing, 
etc , w'hich could also help incidentally to employ idle manpoiver 
especially during famine years As for the latter, the scope for diversi- 
fication of the cropping pattern is limited except for the raising of 
perennial grasses but such grasses cannot be protected m view of the past 
practice of uncontrolled grazing As regards the promotion of mixed 
farming, it is said that there is greater income stability in this tvpe of 
business than agriculture proper though animal production taken b> 
itself is not stable The animal sector can be developed if drinking 
water can be arranged through tubewells or pipelines from well- 
W’atered tracts Regarding forage, supplies can be improved if perennial 
grass is brought within the crop pattern and there is better pasture 
management especially if the grazing lands benefit from conservation 
and dev elopment measures Moreover, an important factor to ensure 
the dev elopment of livestock is the provision of organized marketing 
facilities for its products 

28 It is, therefore, concluded that and agriculture calls for an 
integrated approach if its growth and stability are to be ensured 
These would include measures like exploration and exploitation of 
ground water resources, adoption of conserv ation measures, reorgani- 
zation of crop farming (to include adoption of perennial grass as a 
^regular crop and emphasis on legumes and high-yielding seeds es- 
pecially suited to dry tracts) and revitalization of livestock farming 
with the help of appropriate provision for drinking water, pasture 
regeneration and satisfactory marketing facilities Finally, it is em- 
phasized that there is an urgent need for an appropriate plan of research 
in the technical, social, economic and institutional facets of the desert 
economy and society 
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Co-operative Credit 

29 Wc ha\ c already given in Chapter 6 the available data m regard to 
the access of cultn ators of different asset groups to co-operative credit 
Our main conclusion was that, amounts apart, the number of persons 
who borrowed from co-operatives went up proportionately with the 
size of the assets Further, the quantum of co-operative credit which 
went to each group, the proportion of borrowings from co-operatives 
to total borrowings from all sources and finally, the proportion of total 
borrowings from co-operatives which w'ent to the different groups — 
all these were larger for the larger asset groups than for the smaller 
asset groups To some extent, it is true that this could be explained 
bj the fact that the larger asset groups also accounted for a larger 
proportion of the total acreage but, at the same time, the fact remains 
that cultivators in the larger asset groups could be assumed to have 
to depend 011 credit for a smaller proportion of tlicir outlays per acre 
By and large, it would perhaps be correct to say that it was not so much 
that the larger cultivators (except perhaps in Maharashtra and Gujarat) 
obtained more co-operative credit than they should, as that a substantial 
proportion of small cultivators did not obtain co-operative credit at 
all and that those who did, received too little of it in relation to their 
needs Wc have also referred in earlier chapters to those features of 
the practice of co-operative credit which inhibit the access of small 
farmers to such credit or restrict the quantum of it which reaches them 
Wc would recall, among these, the insistence on landed security for 
short-term loans, unduly low ceilings on surety loans, the reluctance 
to finance tenants generally and oral lessees in particular and the basing 
of credit eligibility on the assets owned rather than on the outlay to 
be incurred, as some of the relevant factors These features have begun 
to be relaxed to a limited extent following the acceptance of the crop 
loan system, but the system itself tends to stimulate a larger flow of 
credit to the big cultivators in so far as they account for larger produc- 
tion 

Past Efforts 

30 It was in order to induce the co-operative credit structure to 
adopt a more liberal approach in the matter of financing small culti- 
vators and tenants that, as mentioned earlier, the Committee on 
Co-operative Credit (i960) suggested a scheme of outright grants 
both at the level of primary agricultural credit society and the central 
co-operative bank The salient features of the scheme were as follows 

(a) Government may give an outright contribution to each agri- 
cultural credit society and central co-operative bank at 3 per cent 
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and x per cent respectively of the additional loans made by them 
during a year over and abo\ e those of the preceding year 

(b) Only advances for financing agricultural production will be 
taken into account, produce and jewel loans being excluded 

( c ) These contributions should be credited by the societies and banks 
to a special bad debt reserve 

(d) Contributions may be given for the first two years without exami- 
ning how far the increase m the loan business is reflected in the 
expansion of credit facilities to the weaker sections Before contri- 
butions are made m the third year, government may withhold 
assistance to societies which have not made satisfactory progress in 
that direction 

The Government of India accepted these recommendations and 
introduced the scheme for outright grants, providing for slightly higher 
rates of contribution for the societies and banks in the I A D P districts 
than for those elsewhere 

31 A Working Group was constituted by the National Co-operative 
Development Corporation in 1964 under the chairmanship of Prof 
M V Mathur to examine whether the scheme had helped the ob- 
jective of enablmg co-operative credit to extend credit facilities to the 
weaker sections From its study, this Group concluded that, by and 
large, there had been some liberalization in the loan policies in many 
states It is true that many of the secretaries and members of the manag- 
ing committees of agricultural credit societies were found to be unaware 
of the scheme But this did not apply to all Out of the 82 societies 
studied, it was noted that there had been an increase in the number 
of members of the weaker classes m 58 societies and the amount ad- 
vanced to such classes mcreased in 56 societies Though, in the Group s 
view, the scheme was basically well designed and its performance 
had been in the right direction, the Group recommended, on the 
basis of experience, that, for the future, such outright grants should be 
related only to the increase m loans adsanced to the weaker sections 
and not to all the loans as had been the practice up till then It was 
suggested that the rates of annual contribution might be 12 per cent 
at the society level and 4 per cent at the central bank level with reference 
to the increase in loans advanced to the weaker sections These sections 
were to be defined as comprising those tenant or owner-cultivators 
■whose individual credit limit did not exceed Rs 200 This scheme was 
accepted by the Government of India in March 1967 and came into 
effect m 1967-8 As a result, outnght grants are now being provided 
to the societies and the central banks at the rate of 12 per cent and 4 
per cent respectively of the additional loans issued to the weaker 
sections at the society level It has also been stipulated that a primary 
society may draw on the special resen es created from these grants to 
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cover the entire amount of losses incurred by it on its lending to the 
weaker sections after all efforts have been made to recover the loans 
and that the central bank may draw on its corresponding reserves to 
the extent of two-thirds of such losses The following are the 
particulars of grants released under this scheme from its inception 

(Rs Lakhs) 



Agricultural 

Central 

Year 

Credit 

Co-operative 


Societies 

Banks 

1961-2 

1 47 

1 15 

1962-3 

32 15 

21 77 

1963-4 

61 01 

14 88 

1964-5 

59 97 

20 12 

1965-6 

60 72 

16 93 

1966-7 

— 

— 

1 967-8 

9 3 1 

4 17 


32 We consider it relevant to refer here briefly to the discussion 
of the problem of financing weaker sections which took place at some 
of the recent conferences of the State Ministers of Go-operation The 
conference held in 1964 at Hyderabad had before it three points of 
view for consideration One of these was that, apart from strengthening 
service co-operatives and liberalizing their lending pohcies, efforts could 
be concentrated on improving the working of labour co-operatives 
and functional co-operatives, but no separate co-operatives were to 
be orgamzed merely to consist of weaker sections and cater to their 
different needs A second point of view favoured the organization of 
separate labour co-operatives to undertake agricultural operations 
on a contract basis as also such other production activities as would 
not require specialized technical knowledge or equipment, to provide 
consumption finance to members chiefly in kind, to sponsor loan 
applications from individual members to the concerned service co- 
operatives for cash loans and to undertake to recover the dues from 
out of the wages payable to the members The third view, on the 
other hand, was that special co-operatives should be organized for the 
weaker sections even if that might lead to some conflict within the 
rural community Such societies, each of which would cover approxi- 
mately one village level worker circle and include in its membership 
all adult members of the landless labour community, would find 
employment opportunities for them by undertaking public works and 
agricultural operations on a contract basis and also meet the credit 
needs of those members who individually wished to undertake activities 


566 SMALL FARMERS DEVELOPMENT AGENCY 

such as poultry, piggery and dairying The important point which 
came up m the discussion at the conference was that the problem 
should not be considered as being only one of co-operative organization 
Howsoever necessary and well-concaved, the latter could not take 
the place of schemes of rehabilitation which had to satisfy the tests of 
economic viability and technical feasibility In part, the problem could 
be solved by promoting co-operative farming but progress m this 
direction had necessarily to be slow, even if small cultivators uere 
led to it through a senes of steps such as the pooling of bullock power 
and common purchase of production requisites The proposal for 
organizing co-operatives exclusively for the weaker sections was not 
endorsed 

33 At the Conference of State Ministers m 1965, again, various 
recommendations were made m regard to the promotion of the welfare 
of the weaker sections It was proposed that funds should be earmarked 
out of the Plan resources for different programmes such as animal 
husbandry so that 75 per cent of the outlay would be aiailable for the 
development of co-operatives and, out of this allocation, 50 per cent 
would be reserved for the weaker sections Various proposals were 
made, in this connexion, for the promotion of co-operatives connected 
with dairying, poultry, fisheries, housing and labour and also co- 
operative farming. The discussion of this problem at the State Ministers’ 
Conference m 1966 was only concerned with the proposed change 
in the basis and the rates of contribution in regard to special bad debt 
reserves, to which we have referred earlier. The problem of financing 
weaker sections also came up at the meeting of the State Ministers of 
Co-operation, in June 1968, m connexion with the discussion on the 
dominance of vested interests m co-operatives 


Special Experiments 

34 The only example which we have come across of a concerted 
effort to tackle the problem of small farmers and agricultural labourers 
is that of the Integrated Area Development Scheme formulated by 
Shn V S Page, Chairman, Maharashtra Legislative Council and 
launched by the Government of Maharashtra m May 1965 We shall, 
therefore, refer to it in some detail 


Integrated Area Development Scheme 

35 The origin of the scheme can be traced to the lines of action 
suggested by a Study Group on landless agricultural labourers in 
Maharashtra, which v\ as appointed on the eve of the Third Plan 
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under the chairmanship of Dr D R Gadgil It was in pursuance of 
tins Group’s recommendations that provision was made m the Third 
Plan of the state for the following measures 

(I) distribution of government waste land and deforested land and 
assistance by way of loan-cum-subsidy for reclamation of land and 
settlement thereon , 

(II) schemes for co-operative farming , 

(in) outright grants to central co-operative banks and primary 
agricultural credit societies for special bad debt reserves under the 
all-India scheme referred to earlier , 

( iv ) industrial development in rural areas covering the promotion 
of co-operative processing activity and the establishment of rural 
industrial projects m selected areas , 

(v) milk production and poultry' schemes , and 

(za) construction schemes like contour bunding, road works, affore- 
station and the rural works programmes 
These efforts were somewhat diffused m dieir operation but the 
Integrated Area Development Scheme represented a composite ap- 
proach to the problem of the weaker sections, \\ Inch brought under a 
single scheme different categories of objcctncs, efforts, funds and 
personnel It was proposed that m the Fourth Plan, the programme 
would be taken up m ioo blocks at the rate of four per district and tint 
a sum of Rs 25 crorcs would be provided for the purpose \ pilot 
block for 1 1 villages m Sangh district w ith Tasgaon as the centre w as 
sanctioned m April 1965 Four similar blocks were taken up m the 
following year m other districts The scheme seeks to help the small 
holders and agricultural labourers, firsth, to increase agricultural 
production by providing facilities (including capital) for de\ eloping 
their lands and making water resources available to them and 'econdh 
to take to allied occup itions like animal husbandn lrd d umng 
The scheme provides for concessions m period of rcpavmcnt of loan, 
rate of interest and quantum of subsid\, the facilities aaailable under 
normal schemes of rural dcaclopmcnt bung so liberalised as to ha\e 
an impact on the weaker sections A small holder war defined under 
the scheme, as one who was cultnatmg land personalia with a ho'dirg 
of not more than a specified acreage dcpmdmg unon whether it w as 
dr\, irrigated, etc , but 111 no case o\c< eding om -third of the funds 
holding, or with an assessment not exceeding Rs 10 o- asho-*- to'al 
farm and non-farm income did not exceed li-s t Hon p-- a mm \ i 
agricultural labour famih w as defined is one which de-ned 1 r t” * 
portion of its income from agricultural w igrs whr 1 r- 1 1 1 do- s 

cash or partis m cash and Imd hlocts wex 'tlrct^d to com ■>—■•* a 
compact area of 20,000 to jo,ooo tea's watli geogr’phvd «.*w. a 
terms of contour sod and cltmuc It as is s dweq r tl. dm c - ’ t > 
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extend the area of the scheme to be conterminous -with the concerned 
panchayat samiti areas ) 

36 The m i nim um programmes to be implemented were the 
following 

(l) land improvement measures in a comprehensive and composite 

manner adopted on the basis of watershed , 

(it) mechanical cultivation mth a central service station , 

(m) full exploitation of all irrigation resources , 

(to) intensive cultivation with the prescribed package of practices, 

and 

(0) establishment of small poultry and dairy units with marketing 

arrangements 

Data already available from various sources were to be collected, 
socio-economic surveys conducted and detailed technical surveys made 
before programmes were formulated Two of the important operational 
programmes related to soil conservation and irrigation The former 
was to include afforestation and various mechanical and agronomical 
measures The latter was to deal with both private irrigation sources, 
(1 e , repairs to old wells, construction of new individual or group 
wells and installation of pumpsets) and public sources (1 e , community 
wells, lift irrigation schemes of ztlla panshads or co-operatives and minor 
irrigation works like bandharas) For maximizing agricultural produc- 
tion, the emphasis, as in the Package programme, was on improved 
seed, fertilizers, plant protection and provision of credit Recurring 
operations of mechanical cultivation such as tractor-plouglung for 
reclamation or eradication of weeds were envisaged Cattle develop- 
ment and poultry development for winch there were already plan 
schemes were also covered Special programmes for agricultural 
labourers mcluded one for the allotment of plots to them, with provision 
for a cottage, a poultry unit, a dairy unit, etc , and another for organi- 
zing labour camps at the work sites of the bunding programme 

37 In addition to the funds available under normal plan schemes, 
an annual provision of Rs 5 lakhs was made under this programme 
for ( a ) meeting expenditure connected with special concessions given 
to the weaker sections, ( b ) giving loans to persons belonging to the 
weaker sections if they could not obtain them from usual sources, 
(e) financing any new programme not covered by normal plan schemes, 
and (d) meeting expenditure on any special establishment created for 
the schemes The total financial liability for the programme m the 
Tasgaon block which was to benefit about 3,500 small landholders 
was placed at about Rs 39 lakhs For the administration of tins scheme, 
provision was made for a District Land Improvement Board as vv ell 
as a co-ordination committee of which various officials and representat- 
ives of local institutions were to be members The expenditure on 
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additional staff in the block for tins scheme was expected to be about 
Rs 10,000 per year, tins bemg apart from the normal staff of the zilla 
panshad, the village level staff and so on which were to be available 
for this work 

38 A brief investigation into the working of this scheme was con- 
ducted m September 1968 by the Division of Rural Surveys of the 
Economic Department of the Reserve Bank as part of the special studies 
for the Planning Commission, to winch wc had referred earlier Its 
mam conclusions are set out below 

(l) Between 1966-7 and 1967-8, the year during which the Inte- 
grated Scheme was m operation, there was an mcrease, in all the 
four villages which were investigated, m the proportion of cultivators 
possessing milch cattle, the total irrigated area and the level of 
capital expenditure incurred by the small cultivators Along with 
these was also in evidence a nse m the current farm expenditure as 
well as the value of gross produce By and large, there was a notice- 
able improvement m the various aspects of the agricultural busmess 
of small cultivators as a class 

(11) It is also relevant to compare the position of participants and 
non-participants, the former bemg defined as those who received 
support under any one item of the Integrated Scheme By and large, 
participants seem to have fared better than the non-participants m 
respect of capital expenditure per family, mcrease m irrigated area 
and the use of modem inputs In regard to the mcrease m the value 
of gross produce, however, the position was not uniform In two 
of the villages, participants recorded an mcrease whereas non- 
participants showed no change or a shght decline , m one village, 
there "was an equal nse for both the groups , and, m the last milage, 
the mcrease for non-participants was slightly higher than for 
participants 

(m) No special role appears to have been assigned to co-operatn es 
in the Integrated Scheme except that they were expected to meet 
the credit requirements of the small holders to the maximum extent 
possible within the framework of their rules In financing both 
capital expenditure and current farm expenditure of small farmers, 
the co-operati\ es played a part, the proportion financed bv them 
ranging between 37 and 64 per cent of the total m the case of the 
former and 41 and 66 per cent of the latter. It is understood that, 
m new of the inability of the existing co-operatives to recover dues 
promptly and amid the difficulties arising from defaults, a separate 
societv exclusively for small cultivators was bemg sought to be 
registered 

(w) "With a view to promoting subsidiary occupations under the 
scheme, cows and poultrv birds were distributed to small cultivators 



So far as the former was concerned, it was felt that the than breed 
cow had stabilized in Tasgaon and proved an asset to the small 
cultivator Loans advanced for the purpose were repaid on due dates 
as both the production and marketing of milk were satisfactory 
The increasing costs of the cows and the uncertainty and inadequacy 
of their supply were hindering the expansion of this activity The 
performance m regard to poultry units was, however, unsatisfactory 
Many of them were closed and the loans advanced to them had 
become overdue 

(v) Experience m regard to co-ordination among different agencies 
appears to have been generally satisfactory The co-ordination set-up 
in the Tasgaon block is understood to have attended to this function 
adequately 

(zn) By and large, the conclusion of the investigation was that the 
subsidies provided under the scheme and efforts made by the ex- 
tension agency had mduced the small cultivator to participate in 
various development activities, though on a limited scale 
(; vit ) It was observed that the size of net income was a entenon for 
determining the eligibility of a small holder for support under the 
scheme Under this definition what tvas arrived at was not so much 
the net income but the saving of the cultivator because consumption 
expenditure was also to be computed and deducted from the gross 
mcome It was observed that in this and other ways, e g , by ignoring 
the holdings m other villages or the land held by die other members 
of the family engaged in joint cultivation, the benefits of the Inte- 
grated Scheme were sought to be extended to cultivators who did 
not fall into the eligible category The definition of a small holder, 
therefore, appeared to need careful consideration and strict appli- 
cation m practice 


Crop Loan Extension Scheme 

39 The odicr experiment, also m Maharashtra, which is of some 
relevance to the problem of small farmers is the crop loan extension 
scheme of the Maharashtra State Co-operative Bank The starting 
point of dus effort was a note on Prospective Developments in Co-operative 
Finance {1963), in which Dr D R Gadgil suggested diat if die co- 
operative structure had to serve fully the small or uneconomic farmers, 
it should make credit available for their production as well as consump 
tion needs However, the proceeds of the sale of farm produce b> c 
small cultivator might not, by themselves, suffice to provide for ic 
repayment of his total credit requirements on this basis It had to e 
explored, therefore, whether other sources of income could also be some 
how linked with a portion of co-operative credit Special arrangements, 
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therefore, had to be made for dealing with such cultivatois, under 
which an individual view of each cultivator could be taken with 
reference to the dcgicc of intensification of his farmmg, his marketable 
surplus, his repaying capacity as related to Ins off-farm mcomc, die 
requirements of cicdit foi maintenance as mdicatcd by die size of his 
family, and so on Dr Gadgil’s note observed in this connexion as 
follow s 

' The financial problem of die weaker sections of die rural community 
then becomes m large part die problem of consumption finance of 
wage-earning classes As defined above, it is also the problem of 
production finance of miscellaneous activities about which no 
generalised procedure can be formulated It is thus not only fraught 
with more risk but requires foi administration a much more detailed 
and individualistic approach In a sense, dicrcforc, developments 
required for dus purpose arc in die direction of supervised indi- 
vidual credit Ultimately, die only development that can help 
substantially m dus matter is a more close-knit organization of die 
w cakcr sections dicmsclvcs such as of the small farmers m types of 
co-operative farming or co-operative bullock or labour sharing units 
and of wage earners m labour contract, etc , societies 51 
One implication of this approach was that it was no longer adequate 
to take a ‘ mass 1 or ‘ average ’ view of requirements and diat the 
special features of the situation of each individual borrower had to be 
looked into under a system of supervised agricultural credit which 
v r as more elaborate than the crop loan system and would require 
larger personnel, etc Secondly, if die credit requirements to be met 
were not of production alone but also diose of family consumption, 
there Weis the problem of increasing and institutionalizing die entire 
income of such cultivators, as die proceeds of die crop alone might 
not suffice to repay dus loan. Thirdly, die question arose whedier, 
instead of being expected to repay the entire loan at a particular point 
of time, such cultivators should not be provided a facility in die nature 
of a cash credit, on which draw r als could be made at different points 
of time ivhen need arose and to which credits might be made at different 
points of time when income accrued from agriculture and other sources 
It was with a view to acquiring some experience in meeting die special 
requirements of such cultivators diat an experiment was undertaken 
by the co-operative credit structure of Maharashtra m four selected 
societies of Nasik district in 1964-5 and in two of die villages of 
Kolaba district m 1966-7 

40 The ‘ crop loan extension scheme ’ sought to provide consump- 
tion finance to cultivator in addition to production credit, taking 
into account all lus income — farm and off-farm — including diat of 
1 Prospective Developments in Co-operative Finance — pp 8-9 



57 2 SMALL FARMERS DEVELOPMENT AGENCY 

his family members. Of the four societies m the adivasi area of 
Nasik district which were initially selected, one was dropped as it had 
defaulted on its dues and another went out of the scheme oivmg to 
some special difficulties In view of the limited scale on which the ex- 
periment has been undertaken and the short penod for which it has 
been implemented, it is difficult to evaluate its effecDveness in relation 
to its objectives Though, initially, drawals on credit limits were low 
compared to those sanctioned, there was subsequent improvement as 
members had begun to estimate their needs more realistically There 
has also been improvement m terms of the proportion of marketable 
surplus sold through the co-operatives, reduction in the borrowings 
of the participating cultivators from other creditors such as money- 
lenders and recoveries of loans which had presented a problem m the 
earlier years The mam problems faced m the working of the scheme 
were the following 

( t ) the relatively low yield from farming in the area of two of the 
societies , 

(it) the low level of the purchases of members from the society 
against consumption credit sanctioned, which could not be explained 
in the absence of records of stocks of produce retamed by members 
for their consumption and other requirements , 

(tu) inadequate information in regard to outside liabilities of mem- 
bers , 

(: iv ) the tendency to exaggerate estimates of non-agricultural income , 
and 

(a) the inability of the participating societies to maintain trained 
secretaries without a subsidy from the central bank 
On the whole, it appears that, though promising in conception, this 
experiment has not yet yielded any significant conclusions for future 
pohey 


Measures to Promote Flow of Credit 

41 We have referred more than once m the earlier chapters to the 
fact that small farmers do not get enough co-operative credit To some 
extent, this may reflect their lack of creditworthiness winch, in turn, 
is a result of the uneconomic nature of their farm business To the 
extent that their consumption credit needs cannot be met within the 
limits of the repaying capacity as represented by a proportion of t ic 
value of them crop, the way out is to increase and institutionalize their 
income, e g , through organized public works or the provision o 
subsidiary occupations such as dairy and poultry, so that all tear 
credit requirements may be met Then there is the category o sue 1 
farmers as can be assisted to move on from subsistence farming to 
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of surpluses It is only a system of supervised individual credit 
that can take these special factors into account and y et ensure that the 
cultivator plouglis in his profits into the farm business, by insisting on 
the deposit is ith the lending institution of all the receipts in the b usin ess, 
by requiring him to provide margins ivhen investment outlays are 
financed and so on These refinements are more difficult to adopt in 
co-operative agricultural credit which, at the present stage of its growth, 
has largely to proceed on a mass approach with reference to formulas 
based on averages of experience whether it be in regard to production 
or incomes or needs We is ould only emphasize, as recommended else- 
lshere, that the proportion of the norms of ouda) for different crops 
is hich is provided bv is av of co-operatn e credit according to scales of 
finance be higher for small cultivators than for large cul tun tors and 
that the rates of interest on relatrs elv large loans might be higher than 
those on smaller loans Other measures in the same direction is hich 
ise haie recommended elsewhere are that (t) the large cultivators 
should be called upon to contribute a relatis elv large proportion of their 
borroismgs from the societv towards its share capital and (ti) that 
greater facdits m this regard, e g , payment m instalments, should be 
extended to the small cultivators 

Appeal against Denial of Membership 

43 We are asvare that the neglect of the small culnvator sometimes 
takes the form of his exclusion from the membership of the co-operative 
society or of the denial of credit to him ev en after his admission to 
membership So far as the former is concerned, as we ha\ e stated in 
Chapter 7, there is a provision m the Co-operative Societies Acts in 
several states for an appeal to the Registrar of Co-opera ti\ e Societies 
or some other appropriate authority, by an individual against the 
denial of membership to him but this has remained largel' ineffectn c 
for various reasons It is onlv if the societv rejects a person’s application 
for membership that an appeal can be made and hence the committees 
of management of some societies defeat the purpose of this provision 
by t akin g no decision either wav on applications which diev would 
prefer to reject or delaying a communication to the Registrar when 
lie asks for the reasons for the rejection In some states, a tunc bruit 
has been stipulated for the communication of the decision to a member 
after it is taken while in some others there is a limit to the time which 
the appellate authority can take to dispose of the appeal Andhra 
Pradesh has made a more far-reaching provision under which an> 
cultivator who applies to join a co-operative, automatically becomes a 
member if a decision is not communicated to him within 60 davs of 1C 
date of Ins appheatuon In a few states, the rejection of the application 
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is assunu d if the socictv delays decision bevond time limit t reeom- 
mend that steps should be taken to ensure that this whole process is 
expedited and to sec dint the management of the co-opuativc socictv 
is not permitted to dcn\ membership to an individual without cxpcdi- 
tioush comnumicitmg the decision to lnm 01 to hold up a decision 
b\ the higher authorities on an appeal against their re |e etion, by 
dclnving die communication of reasons therefor to that authority 


Sj end P(rsc"~.cl 

44. Improving the proportion of borrowing members is however, 
a different matter In an an\ict\ to achieve targets of membership, 
co-operatives have often t iktn mto tluir fold not onlv a number of 
persons who mav not need credit but also odicrx who require credit 
but whom tlicv have no intention to fin tnee either because thev belong 
to a entegorv of informal or oral tenants or because their farming is 
considered to be uneconomic or because thev are unable to offer die 
stipulated secuntv As we have shown m earlier chapters, it takes time 
for die liberalization of policies in tins regird, which is decided upon 
at die national and state levels, to percolate down, in actual 
practice, to die field lev cl 1 c , m the crceht societies and the central 
banks In fact, in some cases the facade of liberalized rules and 
regulations is maintained but the co-opcrauvcs continue, in effect, 
to keep out of die scope of their effective coverage diosc bclongmg to 
rival castes or groups or tenants or other disadvantaged cultivators 
"We recommend diat in each central bank, an ofheer together w ldi one 
or two senior supervisors should be charged wadi die specific responsi- 
bility of reviewing die extent to which small cultivators, tenants, etc , 
m die jurisdiction of each agricultural credit socictv hav c been admitted 
as members, how manv hav c rcceiv cd co-opcrativ c credit and to what 
extent, and whether the area cultivated bv all the members is adequa- 
tclv financed with reference to the acreage, crops grown and the rul- 
ing scales of finance He should also enquire mto die reasons for which 
membership has been refused or the required credit has been denied 
whollv or partiallv It is a familiar plea of die management of co- 
operative banks diat some of the small cultivators do not require any 
credit but dus is often a pretext to cov cr their unwillingness to finance 
sucli cultivators for one reason or the other The officer proposed bv 
us should examine in each case vvliv credit was not sought or was not 
granted fullv Each of die reasons for such treatment should be pursued 
with a view to helping die farmer overcome diese obstacles For 
example, it mav be that die status of a cultivator as an owner or tenant 
is not clear and lie requires an extract from die record of rights or some 
certificate from die revenue authorities In anodicr case, it mav be 
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lie: 2. smell cultivator s holding is undulv small and default is app-e- 
hended in the absence of a clear idea of his plan for production and 
investment- It will be lls officer s task to pursue each such case and see, 
£rrd that the practice of institutional credit falls m line with accepted 
Dob ca' and seconclo that the specific Gifrtcultv of the cultivator is 
ide-nfea anc tacklea. We cortstcer that it should he possible for each 
central co-operam e bank to allocate for this purpose one of its officers 
together 1 nth some assistants from among its normal complement 
o r staff and that no special grant should be required on this account 
save m exceptional cases "With a xien - to ensuring that this rcsponsiblre 
-s taken serio-sh- and the job is attended to effecnvelv we suggest that 
the msnectmg officers of the state co-operative bank, the Co-operation 
Department ana the Reserve Bank should look into mis aspect of the 
central bam. s wor-ung m them mspecnons and other visits and attach 
due v eght to it m them evaluation of the msnrunon m connexion with 
tne sanction, of credit Lmits or statutorv inspection or anv other contexts 

45 We hate alreacv referred to, and recommendea, certain 
relaxations in me matter of secunn which should improve the prospects 
o r small cultivators obtaining access to co-operanve cream The cruaal 
pomt is maL witn the changing situation it is the production capacity 
of me bomo.smg unit rather than the asset supporting the credit which 
p'oviccs me real securitv for such loans The requirements of secuntv 
skoula therefore, be so devised as to make it easv for the small culd- 
vator to compiv with wrule care is ralen to ensure that credit is, m 
face oriented to p-oauenon 

46 One suggestion which has been made to us is that some funds 
be earmarked for loans to small cultivators out of the total resources 
avaJab’e to e.en. agricultural credit society While we appreciate the 
uncerl mg objcctne, 1 e are afraid that it will lead to a number of 
Co*” nil cations m Dractice It is not as if there is a specific corpus o f 
rescu-ces aiadao’e to each soaetv out of which some amount could 
be so earrra r Lea Under the current procedures the total aemand of a 
sonem 0 D'enarea in me form of a normal credit statement and sent 
to tre central bank 1 men sanctions it aftc~ deducing the amount 
w n.cr me <onet\ itself can provice out o r its oi Tied funds and deposits 
Fu-t-e- .'earmarking is to be done, it will be necessarv first to make 
a p - : cc..Dn of the emmao'e agricultural creait requirements of the 
P _Ci -o>. anc p'emeem e member and then arme at the proportion 
c< "trat mud winch shcalc go to small culdvators This is bv no means 
t-v n omctice Mo~co\cr, as a result of such earmarking it mav 
u °pne'’ mat reso-rces are arrangca for but remain unused, if the 
r ~~ ca.Lca.o— ’ cemarc cocs not come up to cxpcctaQons, wrule, 
c" t e cm bare me large cuItn.atO"S are denied such credit because 
' r ' r e frmcr are cc rumen to me small culuvato-s. This apart, the'c 
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is a danger that any arrangements which provide special preferences 
and pri\ ilegcs to a section of mcmbcis mav lead to benami operations 
on a snlv-tantnl scale 

57 We !n\e referred earlier to the scheme recommended by the 
Committee on Co-operative Credit (i960) for outright grants to special 
bad debt reserves in central co-operative banks and primary agri- 
cultural credit societies The implementation of this scheme docs 
not appear to have had am perceptible impact so far It is to be seen 
whether better results will flow from the new arrangement under 
which the sre of the grant is based on the increase in loans made to 
small farmers \\ c endorse the decision to revise the basis for the out- 
right grants on tin sc lines and hope that a suitable provision will be 
made for the purpose m the Plan A risk fund of this nature should help 
if it is of a si7eiblc magnitude, if the management at the society and 
centr'd bank levels is aware of the objective of the scheme and, above 
all, if ns aims are not deft ated in practice by dev ices such as the division 
of one big loan into a number of small ones (eg, to the members of 
the same fimdv) as a means of obtaining a larger amount of grant 
towards such reserves More important than a risk fund is, in our view, 
the need for snip ulio arc special!) qualified, trained and oriented 
to deal with the problems of small farmers It is important to have, 
in each bank as we have said earlier, a set of persons whose exclusive 
rcsponsibihtv is to identifv the handicaps of such farmers in raising 
credit and take «=t< ps Tor rcinov mg their disabilities, c g , in the matter 
of legal prov isions and proe< (hires relating to their status as cultivators, 
supplies of inputs such as firtilwer and water, access to government 
maclunerv in the milter of services such as extension and obtaining 
certificates, extracts of records, etc , difficulties in the disposal of 
produce, the provision of special credit arrangements such as a pre- 
harvest advance and so 011 

48 W c should also refer here to the proposal for reservation of scats 
on the boards of management of co-operative credit institutions for 
small farmers and members of weaker sections, which received general 
endorsement from the Conference of Chief Ministers and Ministers 
of Co-operation held at Madras in June 7968 While this may be 
practicable in the ease of the primary agricultural credit society, we 
doubt if similar representation can be provaded for at the levels of 
central hauls and apex banks, as lias been sometimes proposed, 
through .1 svsK in of election from among the represen tauves of weaker 
sections elected to the boards of primary societies We suggest that, 
instead of this cumbersome and otherwise unsatisfactory arrangement, 
the powers of state governments to nominate some directors on the 
boards of State-partnered apex and central banks be used to ensure 
such representation 


10 
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49 Finalh, we would emphasize that the various measures con- 
nected mth organization, staff, policies and procedures suggested b) 
us in the foregoing paragraphs are as rele\ ant and applicable to the 
working of co-operative land development banks as to that of the 
short and medium-term credit structure Rationalization of lending 
policies so as to determine the period of the loan with reference to the 
repaving capaarv of the borrower and the liberalization of the policies 
in respect of valuation of secuntv — which are now m progress — 
should, if activ eh pursued, help the small cultivators m obtaining long- 
term credit for m\ estment purposes Jomt loans for groups of small 
farmers for which alreadv provision exists m Gujarat, Andhra Pradesh, 
etc , should be popularized It mav be ex amin ed whether some special 
risk funds mat be established m the land detelopment banks as in 
the central banks and agricultural credit societies or at least for loans 
such as those made to small farmers for inv estment in w ells w hich ma) 
prose infructuous Support bv goiemment to small farmers m the 
form of subsidies to the extent of a part of the cost of 1m estment, free 
supply of ngs for digging wells, etc , mav also help the floss of term 
credit to them Credit for development purposes is bound to be m- 
creasingh based, m future, on a careful scrutim of the individual 
circumstances of a borrow er, likeh returns from 1m estment and esn- 
mated repaying cap a cm It should, therefore, be easier for the long- 
term credit structure, than for the short-term and medium-term 
credit structure, to take account of the contribution which an) item 
of inv estment can make towards a small culm ator’s potential viabikt), 
and, on this basis, to provide credit for financing such outlays without 
being inhibited b\ apprehensions of default 

Proposed Special Agency 

50 Before making recommendations for special arrangements for 
small farmers, we shall state our broad approach to tins problem as it 
has emerged from the facts and experience set out earlier First and 
foremost, the importance and urgenev of this problem are obvious and 
cannot be ov er-emphasized The data in regard to the number of small 
holdings and the area for -which thev account show that the) are 
cignificant enough c\cn from the point of view of production If, to 
these, one adds the figures of culm ators handicapped in other respects 
such as the in a bill tv to offer adequate secunt) and unccrtaintv of 
tenure it will be seen that the total number of farmers who are 
unfavourable, situated and the area cultivated bv them are so large 
that it wall make a substantial difference to agricultural production if 
the cannot find the required credit, supplies, etc The significance of 
this secto- fo* producuon is also underlined bv the increasing cvadence 
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which shows that the productivity of small farms is not inferior to that 
of large farms operating m similar conditions m respect of the use of 
inputs and that the small farmers are as progressive m this respect as 
the large fanners More far-reaching are the socio-economic implica- 
tions of leaving tlus big section of the cultivating population out of the 
ambit of the agncultural and odier rural development programmes. 
There is an apprehension that the new agncultural strategy may 
aggravate the economic disparities wlucli already exist between diffei - 
ent parts of the country and different sections of the cultivators It is, 
therefore, all die more necessary that the less affluent cultivators should 
be enabled, through state and institutional support, to improve then 
production potential and levels of income by adopting improved agri- 
cultural practices If the fruits of development continue to be denied 
to large sections of the rural community while prosperity accrues to 
some, the resulting tensions, social and economic, may not only upset 
the processes of orderly and peaceful change in the rural economy but 
even frustrate the national effort to step up agricultural production 
To consider the difficulties of all the weaker sections in the rural areas 
will, however, take us far beyond our terms of reference We, therefore, 
confine ourselves to die problem of assisting small farmers who are 
potentially viable to attam, m fact, that status In our view, there is an 
immediate need, in dus context, to undertake pilot experiments which 
wall help to provide guidelines foi formulating a comprehensive policy 
for countrywide implementation after a few years 


Approach 

51 Unhkc agncultural labourer for whom the mam need is adequate 
and continuous employment, marginal and sub-marginal cultivators 
have to be helped to raise themselves on die basis of the land, equip- 
ment and skills which constitute the resources available to diem The 
problem is, therefore, to make their farm business more efficient in 
technology and surplus in economic terms, and to supplement their 
resources and knowledge for dus purpose This effort is obviously 
restricted to those cultivators who can be developed into surplus 
farmers if dicy adopt improved teclimques on the basis of support in 
terms of supplies, irrigation, services of machinery, etc Appropriate 
schemes have to be drawn up by technical experts with reference to 
local resources and requirements, so diat such cultivators can under- 
take specific hues of investment (c g , sinking of wells), adopt a suitable 
crop pattern, use modem inputs, and so on It is to deal with this 
limited problem that we propose an institutional set-up in the form of 
a Small Farmers Development Agency m certain selected districts 
This agency should first help to identify, for the appropriate groups of 
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co-opcram e societies operating in the particular districts or other smaller 
areas concerned So far as commercial banks are concerned, their major 
relevance in the present context would be to farm finance m general 
rather than to small farmers as such While, therefore, w e do not envisage 
am grant being made for the purpose to commercial banks, there 
would be no objection if any of them should decide to finance anv 
small cultivator coming under the care of the proposed Agencj and 
seek its help in matters such as supervision or the supplv of inputs 

55 We shall now refer to certain considerations is hich are relevant 
from the pomt of new of the practical implementation of our proposal 
Wc feel diat, diough the proposed programme is by W'ay of an experi- 
ment, at least one district in each state (and two m larger states) should 
be covered even at tins stage, so that the experience gamed will be 
sufficicntls broad-based and useful for formulating future polics The 
districts may be selected wadi reference to growdi potential for agri- 
culture, the operation of an intensive agricultural programme and 
preponderance of small farmers m the areas Secondlv, it is wadi 
reference to the scrvaces which are required and die extent to which 
existing institutions can provade them that it should be determined 
whcdier a particular function should be left to be dealt wath bv those 
institutions or should be taken up bj the proposed Agencj Tlurdlv, 
die provasion of funds suggested here should be over and above the 
amounts which are already provided for under other schemes 
Tourthlv, as the small farmcis cannot, on dieir own, organize certain 
types of scrv ices or undertake certain hues of inv estment (c g , diggmg 
of wells, arrangements for lift irrigation, tractor-ploughing and land 
levelling), die proposed Agency should be in a position to get such 
activities to be undertaken by some agenev or the other for die benefit 
of the farmers So far as credit is concerned, we do not contemplate 
that, ordinanlv , the Agcncj proposed bj us for helpmg small farmers 
will undertake this function, as it wall have so many other things to 
attend to, its resources will be limited and it mav not be equipped for 
doing credit business Wc do, how cv er, expect that dus Agency wall 
help die small farmers wath whom it is concerned, m obtaining credit 
from die co-opcraDvc credit institutions This should be possible not 
onlv because die Agenev w ould provide them grants for building up risk 
funds and strcngdicrung their staff as indicated carhcr but also because 
it can assure diem that each of the concerned borrowers is undertaking 
a plan of mv estment and production which will result in a surplus, diat 
lit is being assisted widi die supphes and services required and that lus 
farm operations arc being supervised with diese objectives m view 

56 Lasdv, wc would emphasize the need for fiexibilitv m regard 
to die manner in which dus Agcncj operates IVhat the small culU- 
v itors need, how thev should be served and which categories among 
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them should be catered for — all these will differ from area to area 
and year to year The deficiencies to be made up by the proposed 
Agency would also depend upon the quality and orientation, of the 
existing institutions in the areas concerned. Further, too much should 
not be attempted at the very start, without sufficient consideration for 
the capability of the agencies and institutions which ai e to participate 
in the programme How exactly the programme for small farmers is 
to be executed by the Agency proposed by us should be left to be 
determined in each aiea m consultation with the representatives of the 
concerned government authorities and local institutions concerned 
and the local farmers, without being required to conform to any rigid 
pattern The following are our specific recommendations based on the 
general approach spelt out m the foregoing paragraphs 


Constitution of the Agency 

57 We recommend that a Small Farmers Development Agency may 
be set up m each of, say, 30 districts to be selected for the purpose, for 
undertaking, by way of a pilot experiment, certain measures for help- 
ing small farmers to raise their farm business and other activities to a 
level at which they will earn a surplus and create a potential for further 
growth Wy would emphasize^ a few relevant considerations m this 
context Firstly, it is essential to*~Kave afi agency Ulus' separately 
constitufen for the purpose with certain special funds and staff at its 
disposal, if the tasks we envisage are to be carried out with the requisite 
degree of direction, drive and expedition Secondly, it is obvious that, 
irrespective of how the funds are found, the state government will have 
to be most intimately involved m this experiment in every respect such 
as the selection of the districts, constitution of the Agency and its 
working, not only because Agriculture is a state subject but also 
because the Agency cannot operate successfully except m close co- 
operation with — if not as a part of — the development activity of the 
state government m the rural sector generally and in the field of 
agriculture in particular Thirdly, we consider that the Agency might 
be constituted as a registered company or a registered society, but the 
latter alternative may be preferred as it is not likely to earn any 
significant profit It is necessary that, under any arrangement made, 
the proposed Agency should have the fullest autonomy in formulating 
schemes, m implementing them and m other activities Fourthly, in 
view of the pilot nature of the scheme and the wide scofTeTof the 
functions to be undertaken by the proposed Agency, and with a view 
to ensuring that it is not handicapped by any uncertainty m regard 
to funds, we recommend that it should be financially supported by the 
Centre m a substantial measure 
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Selection of Districts 

58 We recommend that about 30 districts be selected for this experi- 
ment at the rate of at least one district m each state, two districts being 
taken up in bigger and more populated states, such as Uttar Pradesh, 
Andhra Pradesh, Madhya Pradesh, Maharashtra and Bihar One 
district each may be chosen from some of the union territories The 
selection may be made \\ ith reference to the following criteria 

(1) The district has a substantial number of small farmers of the 
category proposed to be sen ed 

(ii) The district has potential for agricultural growth as signified by 
potentiality of ground water or surface irrigation sources 
(»0 Intensive agricultural programmes like the IADP orlAAP 
or HVP or Ajacut Deselopmcnt Programme are already (or are 
proposed to be) m operation m the district. 

(zp) It Mill be an advantage if the district is served by a co-operative 
credit structure Much is m orbing satisfactorily and can, if suitably 
supported, sustain the credit aspect of the programme suggested 
here 

Though a is hole district is chosen, the Agency would find it opera- 
tionally convenient to confine its activities initially to one or two blocks 
and gradually extend the coverage 


Functions 

59 The exact functions which the Agency Mull undertake in a parti- 
cular district will depend on the nature and magnitude of the deficien- 
cies and handicaps experienced by the small farmers m the area on 
the one hand and on the nature of functions undertaken by the relevant 
institutions in the area and their opcrauonal efficiency on the other 
Hots ever, mc enumerate below some of the broad functions which Mall 
dc\ol\c on it b) the \cry nature of its objectives 

(0 The Agency should, at the outset, investigate and identify the 
problems of the small farmers in the district and formulate a pro- 
gramme incorporating suitable measures to be implemented cither 
b} itself or through other agencies and institutions The Agency Mall 
cndca\our to sec that the provision of various services and supplies 
to small farmers is ensured, as far as possible, through exisung 
instituuons and authorities 

(zz) The major role of the Agency is to help small farmers to obtain 
the services and supplies required by them Irrigation is the most 
important of these in man) areas Individual farmers should be 
helped to secure loans from co-operative banks and other assistance 
for sinking mcIIs on their omti In addition, the Agency should 
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promote activities such as the digging and deepening of wells, con- 
struction of community wells, private tubewells for groups of 
fanners and state tubewells The Agency should also ensure that the 
small cultivators obtain improved seed, fertilizer and other inputs in 
the required quantities and at the nght time from the local sales 
depots of co-operatives, government or pnvate retailers. 

( in ) The Agency will seek to provide various services to small farmers 
through the agro-industnes corporations or other appropriate bodies 
and institutions including co-operatives and local authorities such as 
the zdla panshad and extension services These services may be 
connected with the use of implements or machinery such as spraying 
of insecticides, hiring out of tractors and land levelling Where 
necessary, the Agency may help small farmers to secure facilities for 
stoiage, transportation, processing and marketing of their agri- 
cultural produce. 

(w) The Agency should draw up plans for investment and produc- 
tion activities to be undertaken by the cultivators participating m 
the programme and ensure supervision of their implementation 
Individual plans for all cultivatois who participate in the programme 
are not ruled out but more often the Agency may prepare only 
various model schemes to suit the needs of cultivators m different 
situations For example, separate schemes may be drawn up to 
guide, say, cultivators (a) with 2 acres of holding with irrigation, 
(■ b ) with 4 acres without irrigation, (c) with 3 acres, a well and an 
electric pumpset, (d) with 2 acres and 2 cows and (e) with 2 acres 
and a certain' number of birds for poultry These are purely to 
illustrate the point that there should be various plans of investment, 
production, income and, as related to these, credit operations, wluch 
will be suitable for cultivators in different sets of circumstances We 
attach much importance to this aspect of the Agency’s functions, as 
it is on tins basis that the supplies, services and credit are to be 
provided to small farmers It is only if adoption of these plans is 
ensured m practice that, on the one hand, the credit and supply 
agencies will base their transactions with small farmers on the 
Agency’s recommendations without being inhibited by their normal 
prejudices and doubts, and, on the other, these operations also do in 
fact lead to increased production and viability of the farm, recovery 
of dues, etc 

(y) The Agency should also gradually explore the possibility of 
adding to the income of the small farmers by assisting them in t alon g 
up animal husbandry activities such as dairying and poultry 
(vi) The Agency should endeavour to promote the flow of short- 
term, medium-term and long-term co-operative credit to small 
cultivators for appropriate purposes from the agricultural credit 
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societies and central co-operative banks on the one hand and land 
development banks on the other The Agency mil provide grant to 
these institutions so as ( a ) to provide them mth an incentive to 
finance such farmers mthout undue apprehension of risks and (b) to 
enable them to employ such special staff — technical as well as 
supervisor)' — as ma) be necessary for dispensing and supervising 
credit to such farmers The Agency mil be placed in funds for the 
purpose of providing such grants The part of the grant to be given 
to the banks for providing an incentive for financing small farmers 
w ill be based on the quantum of additional loans advanced to such 
sections m a vcar and will be built up into a special risk fund in these 
institutions The grants b) the Agency for contribution to the risk 
funds may be determined on the following basis 

Primary agricultural credit societies 6 per cent of actual 

additional advances 

Central co-operative banks 3 per cent of actual 

additional advances 

Land development banks 3 per cent of actual 

advances 

As long-term loans are not likely to be made to the same farmers more 
than once widun a period of five years, the grant in the case of land 
development banks should be made at 3 per cent of the actual amount 
lent to small farmers in a year rather than of the increase m such 
ad\ ances because all the new lending is, in fact, additional The con- 
tribution to the risk fund of the primary agricultural credit society will 
be based on its additional loans to such farmers The corresponding 
grant to the central bank will also be based on this additional lending 
bv the socict) but should not be made available to the bank unless it 
is clear that the bank has contributed to the relevant increase m the 
socict) ’s loans to such farmers 

60 Apart from making these contributions, the Agency should 
in\ estigatc into instances of cultivators w’ho arc unable to raise adequate 
credit for production or investment from the co-operative credit 
institutions and pursue with the latter the question of making appro- 
priate modifications in loan policies and procedures w'hich would 
accelerate the flow of credit to the w'eakcr sections Broadl) speaking, 
both in view of these incentives and support m terms of supervisor)' 
gr ints and the fact that it will be ensured that the operations arc m 
tin nature of supervised credit, we expect that the Agency will have 
a considerable sav in the formulation of credit policies, sanction of loan 
limits, etc , subject, of course, to the overriding authority of the boards 
of management of the co-operative credit institutions concerned 
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making the necessary identification of those whom the Agencv Mill 
sen e, assessing the production potential of the types of mi estment to 
be taken up b\ them, and for implementing the programme m e\ en 
aspect 


Maragcncrt 

65 "While it is necessary to set up a special Agencv to be m charge of 
dus programme, it is equally essential to ensure that, m the formulation 
of the Agencv s pohcies, specific schemes and procedures and their 
implementation, there is the fullest in\ oh ement of the local administra- 
tion m the district as also of the local organization connected nnth 
dc\ clopment as represented, e g , bv the zdla panshad or other panchajali 
rrj institutions block lc\ el staff and government extension staff Thus, 
in drawing up the details of this pilot experiment as also in is orbing it, 
die fullest advantage should be taken of the local leadership, administra- 
tis e and other local personnel and funds available otherwise, and the 
Agencv should be guided, in its decision-making, bv knowledgeable 
persons of die area who can ensure that full account is taken of local 
circumstances and requirements We therefore recommend that there 
should be a committee in each district for advising and assisting the 
Agencv in determining its pohcies and procedures The committee 
should include in its membership the district officers of die various 
de\ clopment departments concerned such as agriculture, co-operation, 
irrigation animal husbandry , the president of the olio panshad or a 
comparable parchajali raj mstitunon, the chairman of the local district 
central co-opcratn e bank and the chairman of die local primarv land 
development bank or a representative of the central land development 
bank if the area is served bv its branch 

66 At die same time, the direction of the operations of the Agenc) 
should be placed in the hands of a person of sufficient standing and 
authority who mav ordinarily be an officer of the state government of 
the status of a Divisional Commissioner The appointment of a non- 
official to head the .kgenev need not be ruled out if it is possible to 
secure the services of a person who has special interest in the problems 
of the small farmers and commands the necessary experience and 
standing \\ ldiout laving down ana rigid pattern to be follow ed m 
thcjc matters, we would emphasize diat a person of die appropriate 
"•udionrv, competence and drive should be m charge of die Agcncj 
and diat its management should benefit from die active participation 
of, and full co-ordination among, the representatives of die different 
government departments at the district level as also of the local 
institutions such as the olla panshad and the co-opcranve banks 
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67 Both m the matter of credit and oilier respects, a danger which 
the management of the Agency will have to guard against is that of 
large farmers making an attempt to present themselves as small far- 
mers with a view to seeming the benefits available from these pro- 
grammes Various devices like subdivision of holdings among family 
members for this purpose and the use of a facade of loans to a few 
small farmers to cover up a large loan to a single farmer are not new 
to the experience of co-opcrau\cs in the countryside These possi- 
bilities should not, however, be allowed to stand in the way of launching 
the programme but there should be effective supervision to take care 
of problems associated with them 

68 What we arc recommending is a line of effort which, we hope, 
will come to be adopted on a wider scale all over the country in the 
future In its credit aspect, this programme seeks to improve the image 
of a section of small farmers in the eyes of the lending institutions by 
demonstrating that their farm business can, in fact, be made viable 
with the support of such investment m land and irrigation and such 
use of modern inputs like high-yielding varieties of seed and fertilizer 
as can be financed by institutional credit If measures arc taken, as 
proposed by us, to make the access of the small farmer to co-operative 
and other institutional credit freer than in the past and a selected 
number of such farmers is taken up for support on the basis of a plan 
of production and investment to be drawn up, an assured supply of 
inputs and intensive supervision over their use, it should be possible 
to improve the position of about 15 lakh small farmers in 30 districts 
during the Fourth Plan penod Efforts can then be made in the next 
Plan, on the basis of such experience, to undertake a more extensive 
programme in this field for tackling the problems of not only other 
farmers of this category but also small farmers of other categories for 
whom schemes of rehabilitation will be required 
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ROLE OF COMMERCIAL BANKS (I) AREAS AND 

TECHNIQUES 

We ha\c referred earlier to the negligible role played by commercial 
banks in financing agriculture We ha\ e also referred to recent develop- 
ments including those associated with the social control of banks The 
fast-changing agricultural situation should itself induce a more active 
participation by commercial banks The ‘ green revolution 1 as it is 
sometimes called, while gathering momentum, will bnng m its wake 
a \asd) increased and sdll growing demand for a whole range of 
supphes and services including credit Thus, large quantities of ferti- 
lizer and pesticides hare to be mo\ed to numerous points of distri- 
bution and placed within the casv and timely reach of the cultivator 
Similar needs subsist in regard to seeds of high-yielding raneties 
Further, mam schemes for irrigation, drainage, land levelling and soil 
conservation hare to be undertaken Minor irrigation, m particular, 
and along until it rural electrification will be important, more veils 
ha\ e to be sunk and more pumpsets installed and energized Finally, 
there arc the large requirements of agricultural machinery such as 
tractors and power tillers 

2 Apai t from this complex of credit needs, there are other circum- 
stances and trends which ha\ e a bearing on the activities of the com- 
mercial banks in this sphere Increasingly, the government, the Agri- 
cultural Refinance Corporation and similar financing agencies are 
adopting a project or area approach m respect of agricultural pro- 
grammes and the total dimensions of agricultural operations are 
growing stcadilj larger Various lmes of agricultural production such 
as, for example, that of hybrid seed are becoming more and more 
commercial in character There is in progress for an increasing number 
of farmers, a shift from non-viable and subsistence agriculture to viable 
and commercial farming The scope for profitable investment in 
agriculture — calhng for term credit — is also expanding Following 
these trends, more and more rural and urban investors are being drawn 
into \ anous hncs of rcmuncratn e and progressive farming, e g , 
orchards and vinc-jards As a result of all these developments, the 
demand for rural credit is becoming too large and dnersified to be met 
b\ am single agcncs like the co-opcrati\es There has to be a substantial 
contribution from the commercial banking sector for both current 
production and long-term dcrclopmcnt Finallv, as we have shown 
earlier, deposits in rural branches of commercial banks bare been 
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nsnig uni promi'e to pro's further Wo consider that, for all these 
reasons, the financing of agriciiUmc presents the i ommrrn \i bank's 
with new ami widening opportunities 

] Some prehmm irv steps Is iv r nlrr ulv lsrrn t.ikris bj i ommrrciu] 
banks ns pumiuicc of the nrw polinrs Persons basing special 
knowledge ofaencitltuie and rurd economies lu\e liren mrluded in 
their bonds of directors \gneuUural finmcc departments manned 
b\ specnlired si dl are brim; set up Studies nrr bnnr undertaken for 
selecting areas for c\prinnent uion with sthunes of agricultural 
finance ! fforts nrr brnip mule to idrntifv and soKe pioblrms fired 
in tins last In holding srmm irq eng minin' sprei d tr lining f.uihties 
for staff and buddute up maclinirrv, at dillerrnt levels, for co- 
ordination with other credit igrnrics and with government. In this 
coiuirMon, the Reserve Pan) oig iin/rd t seimn tr in December 
infill at Umnhav it wlmh irprrsentativrs of i ommrreial b.inls, 
erntrd and s\ nr r,i>\rrmuniis, oig mirations t ng igcd m the distri- 
bution of irrnuhnral inputs nml nnrlnnrra, economists and tubers 
duruord various oprruiontl pioblrms ronnreted with the finam mi* 
of irnculnire In eoinmere i d ban)s 1 lirse v.tiimis steps line 
alreadv virldrd fruitful remits in that -ns wr hivr mnitiourd m 
Chapter o — the ?o major *ehrdulrd buds m the country lmvr 
evcccded dir targets fi\ed for tlirin for lofill-o in the in mer of rrrdit 
for agriculture This nself sucgesls that thr prosprrls nrr promising 
It is against tins had ground th it wc attempt in this chapter and 
the nest to dtscu«s the major avenues of igrutiHurd financing open 
to the eomuiercial hauls is wrl! ns the problems connected with 
techniques (iflrmling, requirenirnis of rrsoiirrrs and personnel, and 
nerd for co-ordm ition with other mstitutious 

\ v 1 M3 1 s o i Pi v a \ < t s c. 

} 1 he possible ire is of finanrim* opt n to the commercial hanks m 

the sphere of tural eredu ui iv be considered under si\ broad heads, 
vir , 't) produaum errdu, bij invrstmrnt credit, bn) t rrdu foi the 
infm-structurr, b.) distribution rrrdit, (i) rrrdit Her ac tivitu s jointly 
underfill n vvitb lgrirulturc and (n) rredn to c o-oper lines engaged 
m .agricultural activities Anothrr rlavsifir ition pertains to win die r the 
cultivator is financed direct by the eommerc nl bank or through some 
oilier ni;em \ \\V dc.d with tltrsr in tin following paragraphs 

Production Credit 

5 Wlule the du ret financing of the cultivators may not lie very large 
in the immediate future, it seems f.uriv certain that commercial hanks 
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Mill widen their farming clientele considerably as time goes on and 
expertise is gamed The clientele will not necessarily be confined to 
the bigger cultivators because, with the adoption of improved 
techniques, medium and small farmers Mill mo\e on to commercial 
and profitable agriculture Cultivators of certain categories are 
particularh likclv to lend themselv es as suitable for commercial bank 
credit m die first instance. These would include, among others, culti- 
vators engaged in raising high-yielding \ aneties of foodgrains or other 
remunerative crops file sugarcane, orchards and v egetable gardens, 
hi bnd seed producers w ho are registered as grow ers with the National 
Seeds Corporation and recciv e tec hni cal guidance and supervision from 
the Corporation or the state go\ eminent , those who ha\e recened 
imestment credit from the banks and need production credit on a 
complementers basis and those engaged in cultiv ation m areas covered 
b) special development projects which are assisted bv state govern- 
ments in the matter of extension, supplies, etc Gradually, however, 
die financing bv the banks w ould extend to cultiv ators of ev erv 
category provided dieir farming is being carried on as a viable busi- 
ness, irrespcctiv e of the size of the unit of cultiv adon or the crops grown 
6 Selectivity is likelv to gov era not onlv the choice of culdv ators 
to be financed bv the banks but even that of the areas m which their 
midal efforts are to be concentrated The current approach seems two- 
fold On the one hand, certain tvpes of agricultural credit facihues 
on specified terms and condiuons are offered bv a bank to culdv ators 
at all its offices On the odier, certain centres arc selected for intensive 
efforts on appropriate consideradons and supported in terms of special 
and addidonal staff and in other wavs The advantages of an area or 
project approach are obvious The veiq fact that diese are areas where 
specific programmes of development are being implemented should 
itself ensure certain advantages Thus, this fact should help ensure that 
the credit provided bv the banks does produce the expected 
results It is probable that the required services of extension and 
supplies of the ncccssirv inputs will be forthcoming m the requisite 
measure Moreover, in such areas, the infra-structure is also libel} to 
be built up adcquatclv for the transport, processing, storage and 
marketing of an increasing volume of produce The project or area 
approach has also appealed to commercial banks from the point of 
view of deploying to the best advantage their limited resources m 
terms, cspccnllv, of trained personnel The preference includes areas 
with established irrigation facilities in which, invanabi), agricultural 
p'oerammes hie die I V D P and the H Y F arc located The areas 
v Inch account for the bulk of the marketable surpluses of foodgrains 
o' other '■gncultural produce would also be relevant for the purpose 
Trie commercial banks can also find scope for viable and expanding 



AVENUES OF FINANCING 593 

business in the areas served by projects such as (to cite a few examples) 
Nagarjunasagar in Andhra Pradesh, Tungabhadra m Mysore State 
and Kosi m Bihar There is a growing demand m these areas not only 
for term credit for the preparation of lands to make them fit for receiv- 
ing irrigation, purchase of additional bullocks and machinery, etc , 
but also for production credit for the purchase of modern inputs 
These are compact areas in which there is a co-ordinated effort on the 
part of state governments to see that supphes of water and inputs and 
services of bulldozers, tractors, etc , are available and that adequate 
extension organization is in position Besides, the techmcal feasibility 
and economic viability of the proposed lines of investment by the culti- 
vator arc likely to have been gone into by the project authorities All 
these factors should attract commercial banks to locate their intensive 
agricultural credit projects in such areas 

7 It is for each bank to determine, m the light of its own expe- 
rience and appropriate investigations and, where necessary, in consulta- 
tion with the Agriculture Departments of the state governments, the 
areas in which it may concentrate its efforts by way of direct credit to 
die cultivator From the earlier experience of such selective experi- 
mentation at intensive centres in die financing of small-scale industries 
by commercial banks, it appears that similar efforts will help the banks 
to evolve suitable techniques for agricultural credit We, therefore, 
recommend that while certain types of accommodation for agricultural 
purposes should be available at all offices of each bank, areas may be 
chosen, on the relevant considerations, where it may concentrate its 
agricultural credit operations, post suitable expert staff, make other 
arrangements for ensuring the success of these efforts and generally try 
out various new ideas and lending techniques m close co-ordination 
with other development agencies It would be advisable to arrange for 
a quick survey of die existing agricultural situation as well as the 
possibilities and prospects in the selected area This can be arranged 
through the bank’s own field staff and also through a suitable research 
organization such as an agricultural university The sunev may be 
supplemented by discussions with the local government officials of 
die Agriculture Department, progressive cultivators and odicr 
know lcdgcablc persons Supported by a preliminary effort of this nature, 
die pilot scheme can get off to a good start As these wall be m the 
nature of experimental projects, die cost of making and scmcing agri- 
cultural loans in terms of staff and other o\ erheads may be relatively 
high Further, it may not be possible to rule out risks of default, and, in 
exceptional cases, of loss The banks wall, diercfore, ha\ c to be walling 
to pro\ ide for these possibilities as the inc\ itable preliminary of a new 
but promising area of business The resulting experience of such efforts 
should pro\ ide the basis for die banks to formulate in a few 7 cars a 
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framework oflending techniques which is appropriate to the financing 
of agricultural production and investment and yet in keeping with 
their own gemus and traditions 

8 Production credit may also be dispensed by banks in collabora- 
tion with agencies or firms winch are engaged in the processing of 
agricultural commodities or in the production of a particular com- 
modity and can supervise it on the technical side Financing ofgrow'ers 
of sugarcane in collaboration with sugar factories, of paddy with rice 
mills, of banana with the Banana and Fruit Development Corporation 
Ltd , of cocoa grow ers with established chocolate companies and of 
\ cgctable grow ers with firms manufacturing dehydrated foodstuffs are 
examples of an arrangement of tlus type 

9 Indirect financing of production may take the shape of funds 
being routed to the cultivators through agencies engaged m the supply 
of inputs, or the marketing or processing of agricultural produce 
Tlus is already happening in many cases where banks finance factories 
processing tobacco, sugarcane, etc , so that the latter extend production 
credit to growers and recover it from the price of the produce delivered 
to them Though this may be convenient in the initial stages, it is 
preferable for the commercial banks, in course of time, to deal direct 
with the growers An arrangement may, however, remain for the 
factory to recover the bank’s loans from out of the pnee payable to the 
grow ers for the crop and to guide and supervise cultivation operations 


Investment Credit 

io Financing of investment in agriculture promises to be a major 
aspect of the farm credit activities of commercial banks in India It is 
also likely to bring in its tram a certain volume of production credit 
business as the banks wall find it necessary' as w r ell as convenient to 
meet both these types of requirements of the cultivators from the point 
of view of ensuring that the increased production potential resulting 
from ini cstment is, in fact, realized As adoption of improved techniques 
of cultn ation v cry' much depends on the availability of water, many' 
cultn ators are eager to sink wells, install oil engines or electric pump- 
sets and modernize their farms There is also a growing demand for 
tractors, power tillers, sprayers, and other mechanical equipment and 
improved implements At present the credit for such purposes is being 
provided mainly by co-operative land development banks and, to a 
limited extent, by the short and medium-term co-operative credit 
structure and taccavi The credit needs for these purposes are, however, 
increasing in such a measure that the present arrangements will not 
suffice Farmers who may be unwilling or unable to obtain credit from 
a co-operative or who find the co-operatives in their area dormant or 
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power tillers and pumpsets, spraying of pesticides and so on Credit 
needs of service units of these different types may be expected to be met 
by commercial banks The banks are not new to the financing of 
trading m agricultural produce but this is only of indirect benefit, if 
at all, to the actual cultivator In the matter of marketing finance 
proper, 1 c , finance for the sale of produce by the producer or on his 
behalf, the individual cultivator has not received much assistance from 
commercial banks so far, as their branches have generally been located 
in towns Making advances against the cultivator’s produce stored m 
a licensed warehouse is another possibility but such instances have been 
few We would emphasize, m this connexion, that, with the expected 
increase in agricultural production, it wall be a matter of growing 
importance that the cultivator should not have to make distress 
sales but should be able to w’ait for a reasonably good price Secondly, 
where marketing imolves, as necessary preliminaries, grading, proces- 
sing, storage, transport, etc , and the grower can get better returns only 
if these activities are undertaken by' him or on his behalf, the commer- 
cial banks may' help by' financing these operations, as they already do for 
plantation crops and, to a limited extent, for other commercial crops 
such as tobacco Thirdly', the steep spurt in agricultural production 
achieved in Punjab and other areas in the recent past following a 
bumper han est of w'heat has brought the problem of storage to the 
fore The existing facilities are inadequate and there is a demand for 
credit for the construction of godowns There is also need for cold 
storage in many parts of the country for storing potatoes and other 
perishables These possibilities of direct finance for marketing, proces- 
sing, etc , may', however, be relevant mainly' for the large cultivators, 
as it is on a co-operative basis that these services wall have to be orga- 
nized for the majority' of cultivators who are small 

13 The Rural Credit Survey Committee had envisaged that com- 
mercial banks would make a significant contribution to that part of 
the integrated scheme of rural credit v’hich was connected with co- 
operatn c marketing, processing, etc The Committee felt that in many 
cases, financing of such activities by' these banks v'ould be necessary, 
especially in areas which the State Bank might take time to reach but 
which, in the meanw'hilc, happened to be served by one or more of the 
commercial banks In actual fact, it is mainly the State Bank and its 
subsidiaries which have been financing co-operative activity' in these 
sectors though, more recently, a few commercial banks have entered 
this field to a limited extent We recommend that, like the State Bank, 
other commercial banks should play' an increasing part m financing 
co-opcratnc marketing and processing, particularly in areas w'hcrc 
larger production and marketable surpluses arc likely to emerge 
This type oflcnding is not new to the banks as they have already been 
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financing such activity, when undertaken by private agencies This 
aspect of the role of commercial banks is particularly important where 
the development of such co-operatively organized economic activity 
has outpaced the progress of co-operative banking in raising deposit 
resources To the extent that commercial banks finance co-operatives, 
more resources can be released by the co-operative banks in these areas 
for meeting the needs of agricultural credit societies 

14 Other related sectors of activity which may be financed by 
commercial banks include the operations of the Food Corporation of 
India, the state governments and their agencies m the procurement, 
storage and distribution of foodgrams In view of the strategic signi- 
ficance of these transactions, the Reserve Bank has been prepared to 
provide refinance facilities to scheduled commercial banks at the Bank 
Rate in respect of the credit provided for the purpose It may be 
expected that though recourse has been had so far only to the State 
Bank for procurement finance, it will be drawn in future from other 
commercial banks as well The Government of India has also agreed 
to provide guarantees to commercial banks up to certain limits and 
on specified conditions, in respect of amounts advanced to co-operative 
wholesale stores and the state and the national federations 

15. So far as the processing of agricultural commodities is con- 
cerned, commercial banks can meet the working capital requirements 
of co-operative units such as sugar factories which are engaged in 
such activities They can also provide piocessmg units in the stage of 
erection with interim finance for block capital pending disbursement 
of the relevant term loan by the Industrial Finance Corporation 
Though it is to the State Bank and its subsidiaries that the co-operative 
sugar factories have generally looked for such facilities, we consider 
that there is good scope for other commercial banks also playing an 
important role in this line in the coming years 

16 A new development connected with Indian agriculture which 
is gaining in importance relates to ‘ Custom Service that is, the 
setting up of units for hiring out agricultural machinery so that the 
benefits of mechanized fanning can be availed of by cultivators, espe- 
cially small and medium farmers, who cannot acquire and maintain 
costly machinery on their own The need for such services lias been 
particularly felt m the command areas of irrigation projects These 
units can be organized by farmers or by other individuals having 
cxpei lcncc m the use of agncultural equipment, or by institutions 
such as faim machinery manufacturers, agro-mdustnes corporations 
and co-operatives The object is to provide, at reasonable rates, 
machine lure service to farmers m the concerned area The types of 
machinery which can be so operated include crawler and wheeled 
tractors, threshers, combine harvesters and equipment for tubewell 
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boring, plant protection, etc These units call also, m due course, 
stock and supph inputs like fertihzers, pesticides and spare parts, in 
addition to taking up installation of pumpsets, servicing of agricultural 
machinery, etc During the Fourth Plan, it is proposed to establish 30 
major hire centres in different parts of the country mth a network of 
field units and workshops under each of them Besides, 10 more centres 
arc proposed to be operated, on a pilot basis, through selected co- 
operate cs Math assistance from the National Co-operate e Development 
Corporation We feel that the commercial banks have a very important 
role to play in the development of such custom service units by provid- 
ing term finance for the purchase of machinery, etc , by these centres, 
against hypothecation of the concerned machinery, land and other 
immoiable property 


Distribution Credit 

17 The purchase, stocking and distribution of agricultural inputs is 
another sector M’hose credit needs moII have to be largely met by com- 
mercial banks The cost of chemical fertihzers to be handled M'ould 
alone be of the order of Rs 1,095 crores by 1973-4 Till recently, it 
was mainh to the co-operative marketing societies that the responsi- 
bility for stocking and distributing these inputs had been entrusted 
These are being accommodated for the purpose by the co-operative 
banks, which are in turn refinanced by the State Bank or the Reserve 
Bank or by the state government Math the assistance of the credit 
available from the Government of India or the State Bank of India 
These arrangements Mill not suffice in future A much larger volume 
of fertilizer is to be stocked, mot ed and sold The recent developments 
in official policy Mall gradually increase the private share in the total 
fertilizer trade Further, the proportion of total supplies which comes 
from the Fertilizer Pool as w-ell as the volume of consignment credit 
provided b\ the Go\ernment of India are on the decline All these 
dc\ clopments throv' up a set of problems which have been already 
gone into bj the Fertiliser Credit Committee (1968) in detail We shall 
deal Math this subject in a later chapter, we would only note here that 
commercial bank credit moJI ha\e a crucial role to play in this field 


Credit for Activities Allied to Agriculture 

18 .Ymmal husbandry and allied activities are assuming increasing 
importance for pronding subsidiary income to the farmer and subsi- 
dnr) food to the population Commercial banks Moll find it Morth- 
mIiiIc to finance such activities Mherc they arc undertaken on teclino- 
logicalh sound lines and arc economically viable The support 
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available from the Agricultural Refinance Corporation should also 
provide an incentive in this respect Where such activities, jointly 
undertaken with agriculture, are organized on a co-operative basis 
for the purposes of marketing and processing, the credit needs will be 
substantial and can be met by commercial banks We deal with the 
problem of credit facilities for animal husbandry, etc., m detail m 
Chapter 30. 


Credit to Co-operatives 

1 9 To the extent that commercial banks meet the credit requirements 
of co-operatives engaged m the various activities referred to m the 
foregoing paragraphs, they will not only be financing agriculture 
indirectly but also enabling co-operative banks to devote more of their 
own resources for providing agricultural production credit However, 
in view of the integrated character of the co-operative system, it is 
important to ensure that members observe the discipline which 
governs dealings of institutions within it with those outside it 

20 So far as short-term and medium-term credit for agricultural 
purposes is concerned, it may not be necessary for commercial banks 
to provide such credit to farmers through the state or central co- 
operative banks The latter can get their requirements for these pur- 
poses up to the limits of their eligibility from the Reserve Bank provided 
they maintain certain minimum norms of operational efficiency and 
financial soundness One possibility of routing production credit 
through co-operative channels is for commercial banks to finance co- 
operative sugar factories and other processing units so as to enable the 
latter, in their turn, to finance cultivators We have referred elsewhere 
to the special circumstances under which alone this may be permitted 
in preference to the common practice of financing by agricultural 
credit societies Any arrangement of this type should, however, be 
gradually replaced by one m which a credit agency deals direct with 
the cultivator 

21 As we have said earlier, it may happen that m some of the 
areas where larger production and marketable surpluses of agricultural 
produce require to be supported by a strong infra-structure of storage, 
marketing, processing, etc , the co-operative marketing and processing 
institutions are inadequately served by co-operative banks This may 
happen because resources are lacking or the demand from die agri- 
cultural credit societies is exceptionally large, or, in some instances, 
the credit requirements of co-operative marketing societies might have 
expanded faster than the ability of the co-operative banks to meet them. 
We recommend that, in such circumstances, the commercial banks 
play an active role m financing co-operatives engaged in the marketing 
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and processing of agricultural produce or in activities ancillary to 
agriculture, such as dam. farming, poultry farming and fisheries 


Agr.rJijrd Fl~cr.cc Corporator 

22 We have referred m Chapter 9 to the establishment of the Agri- 
cultural Finance Corporation Ltd , b\ the commercial banks and 
some of the activities undertaken b\ it so far. One set of its functions 
relates to the provision of credit for agriculture and allied occupations, 
either direcds or with financial participation bx the member-banks 
The other concerns activities which help to promote the dispensation 
of agricultural credit bv commercial ban k s 

23 The measures of a promotional nature w hich hat e alread\ been 
taken bs the Corporation show promise of a significant role which it 
max pla\ in this aspect in the future The most important of these was 
the constitution, on its mioanxe, of a National Lex el Consultatixe 
Committee for Co-ordination between co-operatixe and commercial 
banking institutions Similar committees are being constituted at the 
state le\ el The Corporation is also to collaborate with agencies engaged 
in the provision of various agricultural services Besides the Corpora- 
tion has been sponsoring studies for determining the credit potential 
for building up the infra-structure required for agriculture in certain 
selected districts and into the working of electncitx boards from the 
point of view of making programmes of energizing pumpsets remunera- 
te c Rcpresentatn es of the Corporation are visiting the various states 
along with those of the Union Mimstrv of Agriculture to ldentifv and 
formulate agricultural projects for financing b\ the Corporation or die 
member-banks Some of die other activities undertaken bx it arc the 
exchange of experience among the commercial banks in the field of 
agricultural credit and collection of material from uruxersities and 
odicr research agencies for being made avadable to commercial banks 
in connexion wadi die processing of agricultural projects 

24 Uc behexe diat the Agricultural Finance Corporation Ltd, 
can pla\ a pioneering role m connexion with various promotional 
functions Different areas of actixntx has e to be explored with a view 
to determining the possibilities which thex offer for purposeful financ- 
ing b\ commercial banks Procedural problems ha\c to be studied on 
the spot and practical solutions found Matters of common interest to 
all commercial banks lia\ e to be taken up on behalf of all of diem wadi 
central and state goxemments and die Rcserxe Bank. This \ancti of 
functions — providing expertise, undertaking studies, exchanging 
experiences, making representations and so on — is undoubtedh a 
wo’tih-whilc task to winch we ha\c no doubt the Corporation wall 
dc\otc much attention Apart from this, direct financing b\ die 
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Corporation will be appropriate m instances where technical appraisal 
and supervision of a high order may be called for or financing has to 
be undertaken of a entirely new line of business or the issue involved 
is one of evolving a new pattern of credit arrangements altogether 
25 Quite a few problems among those dealt with by the Corpora- 
tion arise, and have to be tackled at the state level as Agriculture is a 
state subject and state governments have a primary responsibility m 
this behalf We, therefore, suggest that the Corporation set up a 
suitable machinery at the state level to take up some of these problems 
with the local authorities We also recommend that, with a view to 
assisting the member-banks m the many directions proposed, the 
Corporation might build up a suitable complement of technical staff 
while continuing to have recourse to special consultancy arrangements 
wherever necessary 


Lending Techniques 

26 In considering the techmques to be adopted by the commercial 
banks for their rural credit operations, it is mainly to the financing of 
the cultivator for production and investment that thought has to be 
given Other activities such as marketing, processing and supply have 
always been financed by the banks when undertaken by private trade, 
and the procedures to be adopted and safeguards to be observed for 
them arc, therefore, fairly well established It is clear that the rules 
and regulations for advancing loans to cultivators for various purposes 
will have to be evolved by each bank in the hght of its own experience 
and traditions and also with reference to individual areas and categories 
of purposes We shall only make a few general observations The basic 
principles of sound production credit are well known and have only 
to be adapted to the conditions under which agriculture is financed by 
these banks The size of the loan has to be determined with reference 
to the outlay on the purposes proposed, after allowance is made for the 
extent to which the outlay may be met from the borrower’s own 
resources The loan should be advanced in such a manner that the 
chances of misapplication are minimized This implies, on the one hand, 
disbursement of the loan in kind or other arrangements to ensure that 
part of it is used for purchasing inputs as intended and, on the other, 
observance of seasonality m lending and recovery Supervision should 
be such as to make sure of the proper utilization of the loan and its 
recovery on the sale of the crop All the types of credit required by the 
cultivator for agricultural purposes should be provided, preferably by 
die same institution, so diat die borrower does not have to turn to 
non-insUtutional sources for part of his needs Lasdy, the loans must 
be suitably secured, die type of security insisted upon being tailored to 
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meet the borrower's circumstances and comemence Supemsed credit 
uould also imph that die bank’s interest Mill not be confined to the 
provision of credit but will extend to efforts to ensure that the borrower 
rcccnes appropriate guidance from the extension agency and the 
required supplies of inputs or maclunen , and disposes of his produce 
on satisfactory terms These, briefly, are the wholesome principles of 
productnc lending which, we hope, the commercial banks will keep 
m Mew in formulating their specific operational regulations As this 
is a new field, a considerable measure of innovation and enterprise 
wall be required midalh till procedures and policies, tailored to the 
needs of different types of credit and clientele, can be finalized on the 
basis of experience 

Possible Refinements 

27 It is understandable that commercial banks should take into 
account the experience of the co-operati\ es m drawnng up their owm 
policies and procedures for agricultural finance We M'ould, hou'ever, 
emphasize in this connexion that the procedures of co-operative credit 
arc of onl} limited relevance to commercial banks There is a basic 
difference between the two agencies m the manner in which they can 
operate Thus, the co-operati\ e deals w ith a large number of relatively 
small or medium farmers The commercial banks, on the other hand, 
dealing with a selected and limited number of cultivators, can provide 
for much greater refinement and flexibility in determining the credit 
eligibility of an individual cultn ator as also m disbursing, supervising 
and recot ermg loans For example, the commercial banks should be 
able to take a total view' of the cultivator’s needs and his status as a 
producer In other w r ords, it should be possible for them to draw' up a 
detailed (though still \ ery rough) statement of the cultivator’s income 
and expenditure, his repaying capacity, his credit needs for production 
and in\ cstment, the extent to which his investment plans can contribute 
to his production potential, the cultivation pattern 1x111011 is likely to 
generate the assumed repaying capacity and so on On this basis, the 
commercial bank can provide the cultivator with a term loan for 
in\ cstment, a short-term loan for production and, w'hcrc necessary, a 
loan against his produce pending its sale It can ensure that the period 
of the term loan is not fixed on a uniform basis in a routine fashion for 
all borrowers but is stricdy related to repaying capacity of each 
borrower, that a schedule of inputs, outputs and flow' of funds is draw r n 
up and watched so as to provide the economic basis for the entire 
credit operations and that all diese fit into a programme for improving 
the culm ator’s position as a producer and borrower It should be 
possible to identif), for each cultnator, the nature and quantum of 
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services and supplies which he needs and those changes in the pattern 
of Ins production and credit transactions which are called for, and to 
watch and ensure that the assumptions underlying credit operations 
are effectively translated into practice Further, in determining the 
credit eligibility of a cultivator from year to year, the banks should be 
able to take mto account the mcreasing extent to which the cultivator 
can plough in his own surpluses mto investment or production or both, 
and correspondingly reduce Ins recourse to borrowing We also hope 
that, where necessary, the banks will offer to appropriate sections of 
cultivators, e g , those who undertake multiple cropping, accommodation 
facilities of a cash credit nature, so that according to the pattern of 
cultivation, there are on the one hand drawals on the limits to meet 
the needs arising from time to time and on the other, credits to these 
accounts as and when incomes from sale of crops or other sources 
accrue Initially, no doubt, commercial banks are also proceeding, like 
the co-operatives, on the basis of broad norms drawn up in regard to 
the scale of finance per acre, the penod of repayment of loans for certain 
purposes, etc , but we recommend that, as they gam experience m this 
line of business and augment their staff for the purpose, they introduce 
these refinements winch can take account of the individual circum- 
stances of each borrower 

Security 

28 Security for the loans provided to the cultivator is likely to 
present some difficulty to the commercial banks till adequate experience 
is gained Whatever be the type of security insisted upon, it is not on 
its realization but on the supervision of the activity winch is being 
financed that the bank has to rely for the recovery of the loan More- 
over, considering the legal and other conditions winch have a bearing 
on the transferability and saleability of land in different parts of the 
country in the context of, land reforms and the difficulties associated 
with the foreclosure of mortgaged land, the security of land has to be 
looked upon more as an assurance of the borrower continuing to be in 
farm business rather than as an asset winch can be proceeded against 
at will Further, wherever possible, the banks may seek other security 
such as, for example, hypothecation of machinery Tins implies, in 
turn, that the penod of the loan should be related not only to the 
repaying capacity winch it generates but also to the life of the asset 
which might be created with it and which will provide the secunty for 
it We shall deal in the next chapter with some of the problems faced 
m adopting land as secunty for commercial bank credit for agriculture 
What we would emphasize here is that the nature of security required 
should be determined with reference, on the one hand, to the ability of 
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the borroxx er to provide it without hardship and, on the other, to the 
protection which the creditor requires against default There should, 
at the same time, be the maximum degree of flexibilitv in this regard 
so that these two objectixes can be fulfilled W T e also consider that this 
difficult! should be less for a commercial bank than for a co-operati\e 
as the former d eals with a borrower's farm business as a whole and can 
meet his credit requirements of all categories — for production as well 
as in\ estment, 1 e , both short-term and medium-term or long-term 
— for the ax ailable secunt) can then be assumed to provide the back- 
ing for all the loans As supervision arrangements are improxed and 
assets of an increasing \ alue and x anetv are created b) the cultivator 
out of bank finance, this problem should gradually sol\ e itself since 
the entirctx of the farm busmess together with its efficient management 
should provide sufficient protection to the bank We would not, how- 
exer, rule out am tvpe of secuntx from consideration for different 
categories of loans and different classes of borrowers The hypotheca- 
tion of maclunen, equitable mortgage of land b) deposit of title deeds, 
guarantee of one or tw o soh ent sureties, hypothecation of crops, pledge 
of produce and pledge of gold ornaments are all types of secunt) which 
should be acceptable to the banks m different contexts 

eg We would stress in this connexion the importance of adxances 
against gold ornaments, which are the most liquid of the assets of the 
rural households, as a traditional and comeruent source of finance for 
farming The states of Andhra Pradesh, Kerala, Mysore and Tamil 
Nadu account for more than two-thirds of the total bank advances on 
this sccuntx 'With the imposition of the Gold Control Order, there has 
been a decline in gold loans from 1962 onwards and, m spite of the 
relaxation of some of these measures in 1967, such advances ha\e not 
returned to their earlier lex els It has been observed that seasonality 
in these ad\ anccs broadh corresponds to that in farm operations It is 
particularh in the months immediately preceding the harx est that the 
cultixator finds it neccssarx to resort to raising credit on this security 
and immcdiatelx after harxest, hastens to redeem it Further, this is 
the type of secuntx which the tcnant-cultix ators are usually in a 
position to offer For manx cultix ators who find it a matter of prestige 
not to mortgage land or seek guarantors, this is a conxcment way of 
raising funds There is reason to bchex e that a large proportion of 
these gold loans go to finance agricultural operations Gold ornaments 
arc parUcuIirlx significant as secunt)' for agncultural loans for small 
and medium cultix ators We, therefore, consider gold loans to be a 
conxcment form in which commercial banks may proxidc agricultural 
credit, p’-oxaded that the other features of such lending arc production- 
onented, e g , the size of the loan being related to the outlay on the 
crop 
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Term Lending 

30 Term lending, as we have indicated earlier, is likely to be of 
considerable importance m the role which the commercial banks will 
play in financing agriculture We expect that, in determining the 
period for which a loan should be piovidcd to a paiticular cultivator 
for a specific purpose, the banks will not follow routine 1 ulcs of uniform 
applicability We suggest that a decision be taken in each individual 
case with reference to the size of the outlay to be financed, the life of 
the asset to be created and the probable repaying capacity which such 
imestment will generate m the conditions of the particular borrowing 
unit and with reference to its production plans, eg, crop pattern, 
adoption of miprm cd practices and so on Sonic assumptions have also 
to be made 111 this connexion as to how the cultivator will employ the 
additional income earned by lnm as a result of such productive 
m\ estment, eg, as to w hctlicr and to what extent he ploughs back 
diese gains in Ins farm business to finance further 1m estment or reduces 
his dependence on credit for short-term production outlays or repays 
the debt incurred by him for financing the imestment Rationalization 
of policies and procedures 111 regard to term lending on these lines 
should be easier for the commercial banks, as the) , unlike the co- 
operatives, can take a view or the total circumstances relating to the 
farm business of each individual borrower 

Recover) of Loans 

31 Rccoscn, of loans 011 due dates has been the major problem faced 
by ever)’ agency dispensing agricultural credit m our country We have 
already referred in Chapter 1 7 to the variety of factors and circum- 
stances which account for poor repayment performance in the co- 
operate cs Some of these will equally apply to the credit which will 
flow from commercial banks Default resulting from crop failure may 
not be faced by the commercial banks to a large extent in the near 
future as they seem likely to restrict their rural credit operations, for 
the present, mostly to irrigated areas or those of assured rainfall. The 
problem will, however, arise elsewhere We, therefore, recommend that 
commercial banks build up a suitable set of rules and procedures to 
determine the circumstances in which such defaults might be condoned 
and the manner m which the borrower might be given relief, c g , by 
the extension of the loan or its conversion from a short-term to a 
medium-term loan Unlike the co-operatives, the commercial banks 
should be able to take a view of the position of each individual default- 
ing cultivator from the point of view of ability to repay instead of being 
guided by any general assessment of crop failure for a whole area. As 
for defaults which arc wilful, efficient supervision alone can help to 
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keep them m check Because commercial banks do not ha\ e their own 
machmert on the spot and are unfamiliar with this line of business, 
the risk of such ot erdue loans is real and has to be guarded against 
We shall suggest in the next chapter arrangements for commercial 
banks to emplot technical and other staff who will keep m touch with 
the farm at different stages of cultivation and attend to the task of 
rccot cn at die right tame. "We hope that die progressit e expansion of 
branches of commercial banks will also take them nearer to die farm 
and facilitate the task of supervision ot er the crop and its disposal 
The abilm of commercial banks to provide a loan on die pledge of 
produce before it can be marketed should also help reduce chances of 
default. In our opimon, it is important to impress on the cultivator 
that he can get a fresh loan on the prompt repavment of Ins dues, and 
diat he shall be ineligible for it if he defaults For, it is failure to 
demonstrate this effectneh in practice that has sometimes led co- 
operate e borrowers to hold back repavment It is also our hope diat 
those political and odier pressures influencing the working of co- 
operate es — to which we hate referred m an earlier chapter — will 
not affect the efforts of commercial banks to recot er loans Furdier, 
w e expect that the ot erdues in respect of commercial banks will not 
assume serious dimensions m so far as the financing is, for the present, 
on a selectitc and integrated basis and die amounts in the next few 
tears are likclt to be relatitelt small As with co-operatit es, so with 
commercial banks, there is no east wat to atoid ot erdues Onlt 
constant supervision and determined efforts to recot er dues can keep 
ot erdues down Eten so, we do hope diat die commercial banks will 
make appropriate provisions against possible defaults so diat their 
ot crall financial position wall not be affected bt arrears of agricultural 
credit eten when diese operations increase in magnitude Wc refer 
elsewhere to die demand for special facilities to the commercial banks 
in the matter of recot errng their dues 


Special Role for the State 
Dc- ; c-d Subsidiaries 

32 As wc hate pointed out earlier, direct financing of die cultnator 
n new to all the commercial banks and planned experimentation in 
t anous lines has, therefore, been considered necessary Et cn so, it 
appears to us that, in some aspects of this effort in what remains a 
compirntnclt uncharted area, a special role can be expected to be 
pitted bt the banks in the public sector, which hate, to their credit, 
some similar pioneering efforts m the field of finance for small industries 
The State Bank of India and its subsidiaries hate made substantial 



LENDING TECHNIQUES 607 

headway m recent years in opening and operating a large number of 
branches m semi-urban and rural centres and have, incidentally, 
gained considerable experience of functioning in a rural setting 
Though, as we have noted earlier, the Pilot Scheme put forward m 
1964 did not make much progress, the rural credit operations of the 
State Bank and its subsidiaries have shown an encouraging increase 
and diversification in the recent past and have provided them with 
some valuable experience m this field Banks of this group have also 
taken special measures during the last year for training a large number 
of officers for operating agricultural credit schemes In addition, they 
have selected a number of ‘ intensive ’ centres at which special efforts 
are being made to step up agricultural credit busmess Taking mto 
account these developments, as also the fact that the State Bank is 
fairly well endowed m the matter of deposit resources, we recommend 
that this bank and its subsidiaries, as State-partnered institutions 
interested in furthering the objectives of State policy, formulate certain 
pilot projects at which some special problems may be tackled and 
certain new ideas in the field of credit for the cultivator may be tried 
out One of these projects might, for example, concern itself with 
providing credit to potentially viable farmers, either for their agri- 
cultural operations alone, or for activities of the kind taken up jointly 
with poultry farming, dairy farming, etc We have referred in Chapter 
18 to the difficulties winch may be faced in this context and the steps 
which may be necessary to overcome them The offices of the public 
sector banks situated m the areas m which the proposed Small Farmers 
Development Agencies will function will be in a particularly favourable 
position from this point of view Another project might be concerned 
with the provision of cash credit facilities to farmers adopting a 
multiple cropping pattern or other schemes which involve similar 
innovations A third may relate to the provision of production credit 
to cultivators who have borrowed long-term loans from land develop- 
ment banks for investment purposes under the Agricultural Refinance 
Corporation’s schemes but are unable to find such short-term accom- 
modation from the local units of the short-term co-operative credit 
structure because they are weak or dormant This would necessarily 
involve close co-ordination with land development banks Such pro- 
grammes may be operated in limited areas with provision for additional 
supervisory and other staff that may be necessary and for meeting 
such unavoidable losses as might be incurred We beheve that, if a few 
pilot experiments can be undertaken by the State Bank and its subsi- 
diaries — as indeed by commercial banks generally — in different 
aspects of pohcies and procedures relating to rural credit as indicated 
above, they would yield valuable experience and help in evolving a 
satisfactory system of supervised credit 
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33 The basic objecti\es underlying the system which we expect 
to be c\ol\cd in due course by the commercial bants financing agri- 
culture are three-fold 'When a loan is provided to a cultnator, it 
should be accompanied b\ co-ordinated arrangements to ensure that 
he also rccen cs the required extension services, supphes of inputs and 
marketing facilities Secondly, an attempt should be made to plan the 
entire farm business of the borrower Thirdly, flexible operational 
devices should be adopted to meet the different types of credit needs 
of farmers some of whom represent a high degree of modernization and 
intensification of cultivation and others who are stall in the process of 
transition from subsistence to commercial farming 'We hope that 
progress towards these objectives will be facilitated by the experience 
which commercial banks accumulate m the course of the aanety of 
efforts which we ha\e suggested, including pilot experiments in the 
specific directions recommended by us 



CHAPTER 20 


ROLE OF COMMERCIAL BANKS (II) 
ORGANIZATIONAL AND OTHER PROBLEMS 

We have tried in the previous chapter to indicate the possible avenues 
of rural credit open to the commercial banks as also certain general 
principles on which they may base their operational policies and 
procedures While we are hopeful that banks will progressively expand 
their operations in this comparatively new field, we are also aware of 
the various problems which they are likely to face m this task Some of 
these have already been dealt with such as, for example, those connected 
with the identification of areas and projects to be financed and the 
formulation of appropriate techniques of lending. Among other 
problems are those of finding the resources for financing agriculture 
without reducing the traditional assistance of the banks to other 
important sectors of the economy, ensuring the safety and liquidity 
of funds, expanding the organization and the set-up of branches to 
rural areas and finding personnel of the nght type and on the required 
scale There are other matters too which are of concern to banks m this 
context but over which they have no direct control The more important 
of these are the lack of specific provisions m law to help the banks in 
recovering their agricultural loans, the difficulties associated with 
general credit pohcies and the absence of proper records or clear rights 
of ownership and tenancy Another set of problems relates to co- 
ordination The operations of the banks have to be co-ordinated on the 
one hand with other institutional credit agencies in the field — parti- 
cularly the co-operatives — and on the other with the relevant 
authorities in the Agriculture, Irrigation and other departments of 
die state government, suppliers of agricultural inputs and agencies 
engaged in processing and selling agricultural produce It is with these 
problems that we deal m this chapter. 


Mobilization of Funds 

2 A major difficulty of the banking system in a developing economy 
hke ours is that the resources which it can mobilize from the savings of 
the community are madequate to meet the rising and competing 
demands for credit from die different sectors of the economy. The 
banks will no doubt try their utmost to augment their deposits but in 
addition, there has to be a rational allocation of the available resources 
according to an appropriate system of priorities. Such apportionment 

so 609 
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cannot be a ‘ once and for all 1 operation, as the requirements of each 
pnonty sector at different stages of de\ elopment will \ ary as also the 
o\ erall a\ ailabihn of funds Math the banlang system It is necessary, 
therefore, to take a Men periodically as to how best bank credit can 
finance the production and de\ elopment activities in the pnontv 
sectors We note that the National Credit Council is already seized 
of this responsibility and \st 11 provide appropriate guidelines from time 
to time i«th due consideration for the rate of growth in bank deposits 
as also the needs of the different hnes of economic activity It is hon- 
c\ er likeh that, in the immediate future, the extent of in\ oh ement of 
commercial banks in rural credit will be somewhat restricted not onl) 
because their organizational capacity to handle this business is limited 
but also b) the fact that the demand for credit from other sectors is also 
rising Nc\ ertheless, wc Mould emphasize that a conscious effort should 
be made to re\erse the present situation Minch is reflected m the Iom 
credit-deposit ratio at the rural branches of the banks (to which m e has e 
referred in Chapter g) It is not suggested that the funds raised m an) 
particular centre should be emplosed onl) there 'What is important 
is that the large and groMing volume of deposits raised from the rural 
areas should be employed increasingly m rural business, the scope for 
Mhich is \ ast and expanding In the long run, it ma) e\ en be necessary 
for some of the urban deposits to be diverted to the financing of rural 
economic activity In any case, with the steady gronlh in the invest- 
ment, production and prosperity in agriculture, the operations of the 
commercial banks Mali base necessarily to follon’ a more appropriate 
and realistic order of priorities than is the case at present We arc 
confident that, under the direction of the National Credit Council and 
the Reseix c Bank, there Mall be a gradual reorientation on these hnes 
in the dcplovmcnt of the resources of the banking system 

3 The probable trends in the commercial bank credit for 
agriculture as Mell as in the demands of the different sectors of the 
cconoma can hardl) be predicted Math an) fair measure of precision or 
ccrtaint\ It is, hoMe\cr, clear that the im oh ement of the commercial 
banking ssstem in rural credit Mall increase from year to )car in pursu- 
ance of the high pnontv accorded to Agnculturc in the Fourth Plan 
\\ c ha\ c alrcade referred to the fact, m Chapter 9, that follovang the 
discussions Mhich 20 major scheduled commercial banks (accounting 
for 86 per cent of bank deposits) had Math the Rcsen, c Bank to imple- 
ment the deemons taken by the National Credit Council, the out- 
standing loans of these banks for agncultural purposes rose from 
Rs 25 7 crorcs at the end of June ig68 to Rs 141 4 crorcs at the end 
of Apnl 1969 The pace of expansion ma) be further accelerated in 
the coming lears as commercial banks raise more deposits, become 
better equipped in terms of organization and expertise to dispense 



agricultural credit, and have greater recourse to the refinancing 
facilities from the Rrsrnc Hank of India, the Agricultural Refinance 
Corporation and the proposed Fertilizer Credit Gu.iranU c Clorpoi ation 

I On mobilization of larger deposits, \vr sh ill make our recom- 
mendations for both commercial and co-operati\c banks m Chapter 

which deals with the problem of resources for rural credit As we 
base pointed out earlier, with agriculture becoming increasingly 
productive and remunerative, surpluses arc emerging m rural areas 
It is in tapping these for institution d use that the b inking system lias 
a vatal role to plav The challenge before the banks is now, firstly, to 
induce the cultivator to save and sccottdh, to promote the banking 
habit m rural areas so dm Ins incomes flow into the haul mg system 
and bis savings become available for financing agricultural production 
and investment 'I he policies of the Resrrvr bank in regard to branch 
extension have been progrcssiv eh liberalized m recent vears It is 
now for the commcrci vl ban! s to open an increasing number of 
branches m rural and semi-urban inures and to demonstrate their 
abihlv in terms ofinnov ltion and enterprise bv formulating procedures 
and facilities winch conform to the preferences and convenience of 
the potential rural depositors While we mike detailed proposals m 
Chapter eq, we would emphasize here that an all-out effort is required 
to gel an increasing share of the expanding rural incomes into the 
ban! mg svstem 

5 \n important factor which will determine the volume of the 
resources 111 cly lo be available for commercial bank lending lo agri- 
culture is the ixtent of refinance forthcoming from diflcrcnl agencies, 
vi? , the Reserve Haul ofIiuha,thc \gncullural Refinance Corporation 
and the proposed Fertilizer Credit Guarantee Corporation recom- 
mended b> the Fertiliser Credit Committee (infill). W’c shall now deal 
tilth the facilities available from the Reserve bank, leaving the others 
to be discussed in the other relevant chapters 

Refinance from Reserve Ban! 

6 So far as the Reserve ban! of India is concerned, we havi to consi- 
der separately (n) the refinance facilities provided by this institution 
special!} for agricultural purposes either directly or indirectly, and 
{b) the banl’s general policy in regard to the provision of refinance 
facilities in the busy season and the weight attached, in tins context, 
to the performance of the commercial banks in financing diiTcrcnt 
sectors The first is already provided for in the Reserve bank of India 
Act The licensed scheduled hauls as also the Stale bank of India and 
us subsidiaries, arc eligible under the bill Market Scheme for refinance 
under Section 1 7 (4) (c) of the Act for a fixed period not exceeding 
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mnru- days against the secuntv of such bills of exchange and promis- 
sory notes as are eligible for purchase or rediscount by the Bank under 
Section 17(2 )(c) of the Act. The bills coming under this description 
are those which arise from bona jiit commercial or trade transactions, 
bear Us o or more good signatures (one of them being that of a scheduled 
commercial bank) and mature within ninety days from the date of 
purchase or rediscount An eligible scheduled bank can, therefore, 
lodge the usance bills drawn by its constituents is ho has e been 
financed for the purpose of purchase and distribution of fertilizer and 
obtain refinance from the Reserve Bank Certain modifications in 
the existing procedure mav, however, become necessarj in order that 
the banks ma} make full use of these facilities for financing fertilizer 
distribution The Fertiliser Credit Committee (1968) which had gone 
into this question m some detail recommended that the Reser\ e Bank 
of India Act be suitably amended so as to place the bills arising from 
the fertilizer trade on the same footing as those arising from export 
trade for purposes of Sections i7(2)(a) and i7(4)(c) of the Act, that is 
to sa} , with a matunU’ is hich mav extend to 6 months We understand 
that this proposal has been accepted m principle and that, pending 
the amendment of the Act, renewals of bills for 3 months are being 
permitted The Committee also recommended that since fertilizer 
stocking and distribution take place throughout the year, the refinance 
facilities should be made available m all seasons and not confined to 
the busv season alone Another recommendation is that the bills signed 
b) the wholesaler and the retailer and covered by the proposed 
Guarantee Scheme should be treated as carrying Us o * good ’ signatures 
Lasd), the Committee has recommended that the minimum amount 
of advance to quality for rediscount might be reduced from Rs 50,000 
to Rs 10,000 \S e understand that these recommendations are receiving 
the consideration of the Reserve Bank 

7 It is also possible for the Reserve Bank to provide refinance to 
commercial banks for direct production credit as well as finance for 
marketing of crops Under Section i7(4)(r) read with Section ij(a)(b) 
of the Rcserv e Bank of India Act, the Reserv e Bank can make advances 
to scheduled commercial banks against the security of the bills of 
exchange and promissory notes bearing Uso or more 1 good ’ signatures 
(of which one shall be that of a scheduled commercial bank) and 
maturing within 15 months from the date of purchase or rediscount 
So far, onl) the state co-operative banks have been availing themselves 
of credit from the Reserve Bank for this purpose m terms of a similar 
provision in the Act m their fav our The commercial banks have not 
sought refinance facilities under the Section in the past as their agri- 
cultural credit operations were insignificant but this position is rapidly 
changing As this line of business grows, the banks may find it necessary 
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to have recourse to refinance facilities from the Reserve Bank, especially 
during the busy season We, therefore, recommend that under the 
relevant provision which already exists in the Reserve Bank of India 
Act, the Reserve Bank may offer refinance facilities to the scheduled 
commercial banks and formulate a suitable procedure for the purpose 


Treatment of Agricultural Credit 

8 The other question to which we would refer here relates to the 
quantum of finance provided by commercial banks to agriculture 
vts-a-ms the terms on which they could obtain refinancing facilities 
from the Reserve Bank At the commencement of the busy season of 
1967-8, the Reserve Bank announced that it would provide refinance 
at Bank Rate irrespective of the net liquidity ratios which the banks 
were required to maintain, for the entire quantum of advances made 
by banks (total outstanding level of advances on any date) for financing 
the distribution of chemical fertilizers and pesticides (including credit 
extended to manufacturers of these by commercial banks for financing 
their sales). 1 In February 1968, the Bank announced another facility 
in respect of such advances According to this, a concessional rate of 
4^ per cent per annum was charged on the scheduled commercial 
banks’ borrowings from the Reserve Bank equivalent to the increase 
in their advances to the three priority sectors (viz , exports, agricultural 
inputs and small-scale industries guaranteed by the Credit Guarantee 
Organisation) taken together over the average level of such advances 
during a stipulated base period In addition, advances by a bank made 
for agriculture were also given a preferential treatment in the compu- 
tation of its net liquidity ratio, in that any increase in such advances 
over the stipulated base period was treated as part of the bank’s net 
liquid assets Under a further measure of liberalization taken in 
February 1969, a uniform rate of 4^ per cent per annum irrespective 
of a bank’s net liquidity ratio is to be charged on refinance up to the 
total of a bank’s short-term advances to agriculture and not merely m 
respect of the increment m such advances over the base period 

9 Apart from concessions connected with refinance, certain other 
measures of relaxation have also been taken by the Reserve Bank with 
a view to inducing commercial banks to extend larger credit to agri- 
culture Thus, in August 1967, the Bank exempted the unsecured 


The net liquidity ratio is a ratio of the net liquid assets of a bank, i c , cash in band 
an balances with the Reserve Bank pluj balances with other banks in current accounts plus 
investment in government and other approved securities minus borrowings from (a) the 
Reserve Bank, (ij the Industrial Development Bank of India and ( c ) the State Bank of India 
to its aggregate habihtia So long as this ratio is at or above 30 per cent, a bank can borrow 
at the BankRate, any fall m this ratio below 30 per cent would attract a penal rate — on 
the excess borrowings — which is stepped up progressively with a fall m the ratio 
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ad\ ances made by banks to finance sales — on hire-purchase or 
deferred payments terms — of machinery and equipment for agricul- 
ture, dairy farming and fishing from the norm stipulated earlier for 
the banks’ unsecured advances and guarantees 1 In June 1968, the 
Reserve Bank permitted banks to exclude their medium-term and 
long-term loans for agricultural development which were refinanced 
by the Agricultural Refinance Corporation, -while calculating the 
norm of 5 per cent fixed m respect of ‘ term loans to deposits 5 In 
\ugust 1968, the Bank allowed exemption from the above norm to 
the medium-term loans ('with a maturity of 5 to 7 years) granted for 
such agricultural development purposes as resulted in the creation of 
tangible assets even if they had not been refinanced by the Agricultural 
Refinance Corporation Such purposes were generally defined to 
include the construction of wells, installation of pumpsets or purchase 
of farm equipment and machinery, but not bunding, purchase of 
cattle, general land improvement, etc Again, in October 1968, the 
Bank informed the banks that they might exclude from term advances, 
for the purpose of the norm of ‘5 per cent term loans to deposits’, 
such of the medium and long-term loans as were granted by them for 
financing the schemes for the development of dairy farming, poultry' 
farming and fisheries which were refinanced by the Agricultural 
Refinance Corporation 

10 We -welcome the measures taken by the Reserve Bank since 
they -wall not only help the commercial banks to expand their credit 
to agriculture but also relieve the strain when demand from various 
sectors converges to result m a pressure on the available resources 
during the busy season It is only reasonable to expect that, for their 
part, the commercial banks will involve their * own 5 resources in an 
increasingly large measure in the financing of the agricultural sector 
It is also to be hoped that as one of the principal means of finding 
larger resources the commercial banks will mobilize more and more 
deposits from the rural sector, and that they wall accord priority to 
agricultural finance at least to the extent of investing in tins business 
the funds raised by them in rural and semi-urban areas 


Organization 

1 1 One of the major organizational handicaps which commercial 
banks wall experience m expanding credit to agriculture is the diffi- 
culty of finding suitable staff for the purpose Both the pace at which 
banks can expand their advances to this sector and the success which 


According to the stipulated norm 20 per cent of a banh’j unsecured truarantees pltu 
iij iota] unsecured advances should not exceed 15 per cent of ltj total credit at an) time 
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attends these efforts will depend on their ability to lecnut and train 
the necessary staff and build up the requisite organization. The bank 
staff will have not only to assess the tcclinical feasibility and economic 
profitability of the proposals which come up for financing but also to 
watch their implementation according to schedule. Many banks have 
already initiated steps to recruit persons with the necessary background 
and qualifications and to organize separate agricultural finance depart- 
ments at then headquarters In some banks, the problem has been 
tackled, for the time being, by giving a brief orientation m agriculture 
and agricultural credit to some of their existing staff with the help 
of some agricultural universities The Reserve Bank has also extended 
its help m this regard by organizing a special Agricultural Finance 
Course for the training of the senior staff of the banks In pursuance 
of the recommendations of a Working Group appointed by the Reserve 
Bank to go into the entire question of training facilities for the executive 
and supervisory cadres of the banks, a National Institute of Bank 
Management has also been set up for implementing a development 
> programme to bring about the required attitudinal changes at the 
higher levels of bank management m the country 


Planned Approach 

12 We deal in detail with the questions relating to personnel and 
training in Chapter 32 but should like to make, at this stage, certain 
general observations In the light of long-term arrangements to be 
formulated and organized, there have meanwhile to be undertaken 
certain important preliminary steps In both these lines of effort, 
account has to be taken of the need for agnculturc-onentcd banking 
staff as well as for technical staff with the necessary expertise We 
suggest, in this connexion, that the banks estimate their personnel 
requirements (including those of specialized, technical staff familiar 
with agriculture) for the next few years and take immediate steps to 
meet them through plans for recruitment and training drawn up on 
the basis of such an assessment. The banks may otherwise find them- 
selves handicapped on this account, when they wish to expand their 
agricultural credit operations after they have developed their techniques 
on the basis of their current experiments A flexible approach is, in 
our view, necessary in the choice of staff for agricultural credit Apart 
from recruiting agricultural graduates specifically for this work, the banks 
can give some of their regular banking staff brief training m elements 
of agriculture and agricultural credit Further, as a long-term measure, 
persons who are qualified m agriculture can be taken up in the course 
of the bank’s general recruitment of clerks, probationary officers, etc , 
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along with graduates m arts, science and other subjects so that the 
technically qualified staff is also trained m normal ba nk i n g procedures 
and principles and need not be exclusively concerned with agricultural 
crediL The b anks can also arrange to exchange their staff, for a penod 
of one or tvs o y ears, with those of central land de\ elopment banks, 
state co-operame banks, the Resene Bank of India, the Agricultural 
Refinance Corporation, etc., so that the staff of the banks will get 
trained m the working of these institutions while, at the same time, the 
staff of the latter will help to meet the specialized personnel require- 
ments of the banks and also gam a realistic appreciation of the problems 
faced in the field Such exchange of staff has already taken place bet- 
w een the Resen e Bank on the one hand and a few' commercial banks 
on the other Similarly, the banks can also obtain on deputation or 
otherwise the services of gov eminent staff with adequate experience of 
extension work or of the research staff with the agricultural univer- 
sities In addition, some of the existing staff m the banks can be trained 
m agricultural credit with the help of these um\ ersities We recommend 
that all these possibilities be explored to meet the staff needs of com- 
mercial banks m the context of agricultural credit. 


I lability of a Rural Branch 

13 We expect that the commercial banks will face two major 
problems m building up the necessary organization at their rural 
branches for financing agriculture The first relates to the high cost 
of staff and the second to the reluctance of bank emplo) ees to w ork at 
rural centres As regards the former, it is obvious that whether a rural 
branch is viable or not depends in part on the assumptions made in 
computing its income The Study' Group of the National Credit Council 
on Deposit Mobilisation bv Commercial and Co-operative Banks 
( 1969) has pointed out, in this connexion, that the rate which the head 
office pays to a ‘ deposit centre ’ for the surplus funds which the latter 
provides to the bank generally fails to reflect the av erage earning rate 
on the bank’s advances or the rate charged by the head office to an 
‘ advance centre ’ on the funds borrowed by the latter from thedeposit 
centre na die head office We are sure that many' branches w'ould turn 
out to be remunerative if a rational method of evaluating the profita- 
bility of a branch is adopted bj allowing a realistic rate of interest on 
the resources which the branch is able to spare for being lent elsewhere 
In any case, the extension of advances at these branches will itself 
help, in some measure, to make such branches viable even on the 
present norms We suggest that the Reserve Bank and the representa- 
tives of commercial banks evolve suitable norms for this purpose Still, 
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there may be instances where the rural brandies do not pay their way 
even when they are assessed on a rational basis The scales of pay of 
bank staff are generally fixed on the basis of the cost of living obtaining 
in urban centres and these apply to those working in rural offices as 
well We, therefore, recommend that it may be explored whether a 
different set of minimum wage scales may be fixed for the latter Such 
a course will no doubt accelerate the tempo of branch expansion and 
provide more employment opportunities in the rural areas We are 
hopeful that if this problem is taken up with the machinery which 
determines the scales of pay of bank employees and their representa- 
tive organizations, it may be possible to reach a satisfactory arrange- 
ment Establishment costs can also be kept down if full use is made of 
the techmcal services available from other agencies operating in the 
rural areas One of these is the widespread extension organization 
of the government which includes various subject-matter specialists. 
The other is the service organization which, we hope, suppliers of 
inputs and of agricultural machinery will steadily expand for persuad- 
ing the rural producer to use their products and thus, incidentally, 
for promoting their sales. The operation of one-man offices is another 
effort towards reduction of costs which is under experimentation As 
we have indicated in an earlier chapter, when this proposal came to be 
adopted by some of the subsidiaries of the State Bank of India, it was 
conceived more as a means of tappmg rural deposits than of making 
agricultural loans Experience in Mysore seems to be fairly encouraging 
in so far as it is reflected m the growth of deposits at such offices 
Whether they can provide adequate service from the point of view of 
lending would, however, depend partly on the extent of help which 
these offices would receive from specialized staff at other branches 
which are bigger and not distant from them as also from the local 
personnel of the extension organization of the government or others 
such as suppliers of inputs 

14. The reluctance of bank staff to work in rural areas is no isolated 
phenomenon It is common to all the professions of which the supply 
of personnel is predominantly urban Part of the explanation of course 
hes in the fact that in large parts of the country, the semi-urban and 
rural centres are not as satisfactorily served in the matter of medical, 
educational and recreational facilities as the bigger towns It may be 
hoped that this will change in due course We recommend that, in the 
meanwhile, the problem be tackled by recruiting persons who are 
already residing in rural areas, by building up a cadre of staff exclusi- 
vely to man rural branches with provision for promotion or transfer 
to urban cadres in due course, or by making it obligatory on the staff 
who are newly recruited to serve for a minimum number of years m 
the rural areas before they are confirmed m service 
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Decentralization 

15 It is important that, in financing the farmer, the banks ensure 
sufficient responsn eness to the cultivator’s problems and difficulties 
This requires that decision-makmg in regard to loans should be at a 
le% el as close to the village as possible We therefore recommend that, 
m the interests of satisfactory dispensation of rural credit, the banks 
should gradually provide for an increasing measure of delegation of 
authority and decentralization Such decentralization may, however, 
be difficult in the initial stages in so far as the personnel m the branches 
are not fully familiar with, and oriented to, agricultural credit which 
is a new fine of business Further, it is at this stage that reference to 
higher let els may be useful as it will help to identify the factors wluch 
account for the rejection of loan applications and thus, to bring about 
the necessary changes m lending pobcies and procedures From this 
point of view, it is desirable that for some years to come, even though 
applications which are sanctioned may cease to come up to the head 
office, those which are rejected are scrutinized carefully at that level 
Another measure which tve recommend as likely to ensure the res- 
ponsiveness of the bank branches to local circumstances and problems 
is the formation of local advisory committees which would help the 
branch manager m appreciating the local problems in respect of 
agriculture and agricultural credit and assessmg the creditw ortluness 
of the local clients It tvould be useful to include in such committees 
knowledgeable local persons such as progressive agriculturists, distri- 
butors of agricultural inputs and officials of the Agriculture and Co- 
operation Departments 


Aids and Incentives 

16 We shall now deal with some of the main handicaps wluch 
commercial banks may experience m extending direct credit to far- 
mers One of these is the absence of proper land records establishing 
the ownership or tcnanc) rights of the farmers Procedures associated 
with mortgage of land are time-consuming and expensive Besides, 
there arc t anous restricts c measures of legislation such as those for 
regulation of monevlcnding and debt relief laws which, in some 
states, place the commercial banks on a par with ordinary money- 
lenders There arc, again, provisions m certain law's w'hich restrict the 
banks from proceeding against defaulters if they are cotcred by the 
definition of agriculturists In some states, agriculturists are barred 
from alienating their land in fat our of any institution not expressly 
mentioned m the relevant Acts and invariably commercial banks 
do not figure among the institutions so specified The other problems 
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ha\e an equitable mortgage on the borrower’s property by a mere 
deposit of the relevant title deed This facility is, however, confined 
to only a few towns at present In some states like Assam, Bihar, Madhya 
Pradesh and Punjab, such facility does not exist at all as there are 
no notified centres in these states where the title deeds of the borrowers 
can be deposited In West Bengal, a mortgage by a ijot of his holding 
is void under the West Bengal Land Reform Act, 1955, unless the 
mortgage is a simple or a usufructuary one Although under the 
Transfer of Property Act, 1882, the state governments can extend the 
facility of equitable mortgage by deposit of title deeds to any town by 
a notification, they have been reluctant to do so as it may result in 
loss of revenue by way of stamp duty and registration fees It is also 
feared that such extension may mcrease the scope for fraudulent 
transactions and litigation However, having regard to the time and 
the expense involved in getting the mortgages registered on the one 
hand, and the advantages which are obvious m taking eqmtable mort- 
gage on the other, we suggest that the state governments may consider 
the question of declaring all district headquarters and other important 
towns as notified centres for creating eqmtable mortgage of agricultural 
land 

Restrictive Laws 

20 Although the statutes enacted with a view to providing relief 
to agriculturists in respect of their accumulated debts are directed 
mainly against private moneylenders, they do not, in many cases, 
specifically exempt commercial banks from their scope For instance, 
while the Debt Relief Acts of Orissa and Punjab exclude debts owed 
to a 1 bank ’, those m force in the Telangana region of Andhra Pradesh, 
Gujarat, Maharashtra, Mysore, Rajasthan and West Bengal exclude 
the debts owed to a scheduled bank but not to a non-scheduled bank 
Again, under the Madras Agriculturists’ Debt Relief Act, 1938, only 
the sums due to government and to a co-operative society are exempted 
from a provision therein which lays down that in any proceedings 
for recovery of debt from an agriculturist, the Court shall scale down 
all interest due so as not to exceed the sum calculated at 6J per cent 
per annum simple interest Similar statutory stipulation m regard to 
rate of interest exists m the Kerala Agriculturists’ Debt Relief Bill, 
1968, which seeks to provide relief to indebted agriculturists whose 
total amount of debts does not exceed Rs 20,000 The Bill further 
provides that in the case of debts due to a banking company, the 
number of instalments in which the debt shall be repaid shall be twelve 
where the debt does not exceed Rs 3,000 and eight where it exceeds 
Rs 3,000 There arc, again, some restrictive provisions m the Debt 
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Relief Acts in force in Andhra Pradesh, Gujarat and Maharashtra 
which make it necessary for commercial banks to take the precaution 
that the agriculturists whom they propose to finance have not been 
adjudged debtors under the Act and where they have been so adjudged, 
the debts have been cleared. It is obvious that the commercial banks 
cannot finance agriculturists m these circumstances unless the relevant 
measures of legislation are amended so as to exclude the operations of 
commercial banks from their scope Moreover, the lending rates and 
policies of the commercial banks being open to scrutiny and regulation 
by the Reserve Bank, we do not see the need for a further statutory 
limitation m this regard. We therefore recommend that each state 
government should undertake a quick study of the existing laws and 
procedures relating to loans to agriculturists, land tenures, debt relief, 
regulation of moneylendmg, etc , and delete those features of the 
legislation which have the effect of inhibiting the commercial banks 
or other institutional credit agencies from providing credit to agri- 
culturists. 


Special Facilities Enjoyed by Co-operatives 

21. It has been urged before us on behalf of the commercial banks 
that, in the context of the part which they are to play in rural credit, 
the state governments should extend to them those special facilities 
which are now enjoyed by co-operative banks m such matters as 
recovery of loans by summary coercive processes and exemption from 
payment of stamp duty and registration charges It is necessary m this 
connexion to recognize that some of these privileges had their origin 
m the concern of the government to set up co-operatives m rural areas 
— often in the absence of any other institutional agency of credit — 
and equip them to deal with a large number of relatively small people 
for whom the only agricultural loans available were those at exorbitant 
rates of interest from the local moneylender Unlike commercial banks 
which can be selective in the choice of clientele, the co-operatives 
have been expected by government, in terms of accepted policy, to 
provide credit — within given resources and in the light of certain 
catena — but not otherwise discnminate between one class of cultivator 
and another, or, in the case of institutions at higher levels, between 
one society and another We do not, therefore, agree that any facilities 
should be extended to the commercial banks merely for the reason 
that they are available to the co-operative agency The governing 
consideration should be whether a particular facility is essential for 
the satisfactory functioning of the commercial bank as an institutional 
agency providing rural credit It is a matter for each state government 
to consider whether, in the context of the financing of agriculture by 
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commercial banks, there is a case for providing relief in the matter of 
stamp dutv , registration fees, etc , either in respect of agricultural 
loans generally or those pertaining to relatively small cultivators to 
whom it may make a material difference 

22 The special facility enjoyed by co-operatn es in the matter of 
recovery of their dues is, however, a different matter This, m our view, 
is an important aid for ensuring the smooth and uninterrupted flow 
of institutional credit and is of considerable significance particularly' 
because of the difficulties which face the credit agencies in recovering 
their agricultural loans and in realizing the secuntv av affable to them 
in the ev ent of default The direat of expeditious and effectiv e coerciv e 
process should help make recalcitrant borrow ers pay' up We are aware 
of the difficulties experienced m the recovery of co-operative dues 
despite the special procedures and processes av affable to them and the 
fact that various factors such as local pressures, non-avaffabffity of 
adequate staff and the organized opposition of the village community' 
defeat the effectiveness of these procedures to some extent Even so, 
statutory provision for some special facilities to commercial banks 
in recovering dues from cultivators will undoubtedlv help them m 
then operations m the new and difficult field of agricultural credit 
We therefore recommend that each state government may' examine 
whether suitable legislative measures can be enacted to enable com- 
mercial banks to recover their dues more expeditiously than they' can 
at present, eg, by providing for less time-consuming procedures of 
law and for some assistance to be extended by' the Revenue or other 
government machinery As this will add to the work of government 
staff, the extent of help which can be expected from them is bound to 
be hmited Nevertheless, we beheve that some assistance (even if it 
falls short of that available to co-operatives) should be extended to 
commercial banks in view of the many' factors which, as we have 
indicated carher, tend to push up ov erducs m agricultural credit 

Demand for Guarantee 

23 Another plea put forward by' commercial banks, in the context 
of the demands being made on them to dispense agricultural credit 
on a larger scale than hitherto, is that a guarantee scheme for agri- 
cultural credit should be formulated on the lines of the Credit Guarantee 
Scheme of the Gov emment of India for small-scale industries We have 
given careful thought to this issue and find ourselves unable to agree 
with the proposal for the following reasons Firstly', it is clear that, 
being busincss-hkc and traditionally' prudent m their operations, 
commercial banks arc bound to be discriminating m choosing both 
individual farmers and the areas of operation in financing agricultural 
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production and development As we have indicated earlier, the com- 
mercial banks are likely, initially, to restrict their farm credit operations 
mostly to areas in which they have many branches at semi-urban and 
rural centres and where agriculture itself is fairly risk-free because of 
the availability of irrigation, and to cultivators whose farm business 
is commercial in nature, fairly large in size and modem in technology 
All this should help ensure that their agricultural financing operations 
carry no more than bankable risks Secondly, any attempt to accelerate 
the financing of agriculture by commercial banks by means of a support 
like a guarantee by government or any other agency will not ensure 
that the banks acquire that familiarity with, and involvement in, 
agricultural finance as would make it gradually as normal and signi- 
ficant a part of their business as the financing of industry and commerce 
is at present Thirdly, guaranteeing of loans to small-scale industries 
is much less complex and more manageable m dimensions than that 
of credit for the cultivator, as the small industries sector does not consist 
of as large a number of individual small operators as does agriculture. 
Nor is the volume of credit required by the small industries likely to 
be as large as the demand for agricultural credit Fourthly, the guaran- 
teeing authority, whether it be the government or any institution, can 
hardly hope to command an adequately large supervisory oigamzation 
to keep a reasonable watch on the manner in which the operations to 
be guaranteed arc, in actual fact, being conducted Lastly, we find that 
die co-operative institutions which are at present providing credit 
of a substantial volume to cultivators do not enjoy any guarantee 
against default or even losses Wc would, emphasize, therefore, that 
commercial banks should not, as compared with die co-operatives, 
be placed in a favoured position in this respect 


Crop Insurance 

24. Yet another plea made by the commercial banks is that a system 
of crop insurance should be organized for providing cover against the 
uncertainties associated with agicultural production, as it will not only 
benefit the culti\ ator but also reduce the risk to die institution which 
finances lum However, it is widely recognized that, in Indian condi- 
tions, crop insurance raises many difficult and complex problems On 
the one hand, the liabilities under a nation-wide crop insurance scheme 
might conceivably be unmanageable m a country in which die farms 
are large in number, relatively small and uneconomic in size and 
exposed to risks of drought or floods in many cases On the odier hand, 
the principle of insurance cannot operate effectively unless the coverage 
is large enough for the few cases in which the risk materializes to be 
compensated by the many where it does not The only instance where 
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some land of insurance is enforced in agriculture in India is in respect 
of certain plantation crops for is Inch co\cr is provided against damage 
caused b\ hail-storms We doubt if any recommendation in regard to 
crop insurance can be made merely in the context of institutional credit 
despite its relevance from this restricted point of new Go\ emment 
has from tune to tune considered this question from a wider angle 
Certain per miss rs e draft legislation of a restricted type, to be adopted 
b\ states for their jurisdiction and out of their own financial resources, 
if the) so desire, is understood to hate been drawn up We would leate 
the matter there 


Co-ordination 

25 A major problem facing the commercial banks in their farm 
credit business is that of co-ordination with other institutional agencies 
operating m the agricultural sector These agencies fall, broadly, into 
two categories (i) non-credit institutions including, for this limited 
purpose, got emment agencies, and (zi) credit institutions The need 
for close co-ordination between the state got emment and the com- 
mercial banks arises in more than one context In the first place, the 
state got emment can help the banks to identify the areas which hate 
the growth potential for agricultural production and detelopment 
AVhere mtensiic agricultural detelopment programmes are under 
implementation, the got emment can make the services of its admini- 
stratit e and technical staff available to the banks to help in the formula- 
tion and financing of t\ orth-ts hile schemes The extension personnel 
of the got emment with their valuable field experience can also provide 
advice to the banks and cultivators at the t anous stages through tshich 
proposals for financing of agriculture hat e to pass The state got em- 
ment can also assist the banks m arming at a realistic estimate of the 
magnitude and pattern of credit needs and forming a nett of the extent 
of contribution which the got emment-sponsored agencies might make 
This measure of the probable gap m institutional credit should help 
the banks to plan their own credit programmes m different areas 
26 We hate alreadv dealt with t anous steps which the state 
goicraments can take to help commercial banks expand their agn- 
cultural credit operations Some of these may require legislation but 
the other measures can perhaps be taken through administrative 
action ^Vhile we hate recommended that the state government might 
help the commercial banks in all these directions, t\e would emphasize 
here that co-ordination is necessary to ensure that the specific diffi- 
culties arc identified and steps taken to solt e them In all these contexts, 
there is a clear need for a constant exchange of news and consultations 
between the state go\ emment and the commercial banks Besides, 
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it is only thus that state governments can be kept fully informed of the 
facilities available to cultivators from banks and the latter, of the fea- 
tures and particulars of the agricultural programmes of state govern- 
ments We note that meetings are bang organized m a few states 
between representatives of state governments and those of banks, on the 
initiative of the Government of India and the Agricultural Finance 
Corporation Ltd , and standing committees have been set up for pursuing 
such consultations We recommend that such standing committees 
be set up m each state and, if necessary, m each district where such 
co-ordination is found worth while 

27 The other non-credit agencies with which the commercial 
banks will need to ensure co-ordmation are those responsible for various 
agricultural services hke the provision of inputs, the marketing, process- 
ing and transportation of agricultural produce, and supply of spares 
and servicing arrangements for agricultural machinery Unless these 
services are developed and promptly and efficiently provided, neither 
the farmer nor the economy as a whole can fully reap the fruits of 
investment m agriculture nor can the credit provided for the purpose 
be recovered on due dates To take the case of fertilizer alone, 
it has to be ensured that credit for its distribution is taken care of, 
and that its supply is ensured to the farmer at the right time, in ade- 
quate quantity and at a point near enough to lnm. Constant contact 
between the commercial banks and the agencies concerned with these 
and other supphes and services is, therefore, essential. 

28 Another aspect of co-ordination relates to that with the other 
credit agencies in the field The most important of the latter is obviously 
the co-operative, which has been all along the only significant source 
for institutional credit for agriculture There is a sizeable section of 
public opinion, largely co-operative opinion, which considers that the 
entry of commercial banks into this field would undermine the progress 
of the co-operative credit structure by taking away from it the cream 
of chentele and business The three-tier pattern of the co-operative 
system mvolves an addition m terms of time taken and margin retamed 
at each level As this results in delay and a high rate of interest charged 
to the ultimate borrower, it is feared that these factors, together with 
the paucity of resources, place co-operative credit at a disadvantage 
as compared with commercial banks which can adopt simpler pro- 
cedures and provide larger funds at lower rates of interest We consider 
that these apprehensions axe somewhat exaggerated The requirements 
of the agricultural sector are so large and diverse that commercial and 
co-operative banks can both play a mutually complementary role 
without getting into conflict with each other Besides, so far as seasonal 
requirements for agriculture are concerned, it is probable that the 
commercial banks will finance direct mainly the more well-to-do and 
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progressive cultivators who may not be members of co-operative 
societies or is ho may not be getting the required amount of credit 
because of the weakness of the co-operative society or the inadequacy 
of tire individual maximum borrowing power fixed by it A member 
is ho is getting adequate credit facilities from the local society — even 
if he is a medium or big farmer — is not likely to leave it m favour of 
a new institution like a commercial bank with which he is not familiar 
and in whose management he null have absolutely no voice More- 
over, the experience of some of the commercial banks which have been 
active in agricultural credit in the last year or two suggests that these 
banks can play a useful role in agricultural credit without harming 
the interests of the local co-operative credit institutions 

29 It has been sometimes suggested that commercial banks should 
not provide agricultural credit in co-operatively advanced areas or to 
cultivators with holdings of less than a specific minimum The former 
presupposes that there are areas in winch co-operatives can be relied 
upon to meet the entire emerging credit needs all by themselves Our 
review of co-operative credit has shown that tins is hardly true of any 
part of the country if account is taken of the cultivators of all classes 
and especially of the credit requirements likely to be thrown up by 
agricultural programmes Nor is it realistic to proceed on the basis 
that there is a distinct line beyond which alone co-operative credit is 
inadequate in its service One can find small cultivators being financed 
by commercial banks under certain circumstances just as one can also 
find big cultivators obtaining their full requirements from co-operatives 
in certain areas Further, co-operative credit has, in certain areas, shown 
little response cness to the needs of small cultivators Finally, the 
position in regard to the progress of co-operative credit in an area or 
state generally, and in regard to the extent to winch it meets the needs 
of different categories of cultivators, is fluid and changing and, in the 
final anal} sis, has to be viewed in relation to agricultural credit needs 
which also tend to grow Wc therefore consider any rigid demarcation 
unnecessary and undesirable Any classification on these lines is bound 
to be arbitrary and unsuitable for country-wide application 

30 At the same time, wc recognize the need for co-ordination at 
different le\ els and for certain purposes Given the limitations of re- 
sources and personnel, it is necessary to avoid duplication between 
the different credit agencies and their working at cross purposes 
Co-ordination may be useful, for example, for ensuring that each in- 
stitution ascertains whether a party approaching it for a loan is in- 
debted, or has defaulted, to another before financing him and that 
there is no double or over-financing It is also relevant from the point 
of \ lew of ensuring that the responsibility for meeting the credit re- 
quirements of an intensive agricultural programme is suitably shared 
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in a practical manner among different agencies, without placing any 
general or rigid restrictions as to whom a particular agency might 
finance One line of co-ordination which may be fruitfully pursued 
relates to participation arrangements. It is possible that in certain 
areas, commercial banks will be able to participate, by providing 
resources, in loans advanced by the co-operative banks, especially 
where the latter arc advantageously placed for the purpose by virtue 
of their location and intimate contacts with the parties being financed 
Some beginnings appear to have been made in this direction in the 
financing of industrial co-operatives in certain areas We do not think 
that co-opcrativcs which have been living all along with the competition 
of non-institutional credit need be apprehensive of such competition 
as might be offered by the institutional agency of commercial banks 
In any ease, such competition as might subsist even after all attempts at 
co-ordination and demarcation of spheres of activity arc made, mav 
in some measure prove beneficial to the cultivator in so far as it results 
m all the institutions in the field endeavouring to surpass one another 
in meeting his credit needs and providing him the best service Indeed 
it may be hoped that the co-operative will shed some of its deficiencies 
as a result of such competition 

31 . We note that the National Credit Council has already envisaged 
that commercial banks should supplement and not supplant co- 
operatives and that they should endeavour actively to help the co- 
operatives We also find that steps to build up co-ordination between 
commercial and co-operative banks on certain broad lines have been 
initiated A tangible outcome of these is the setting up of a National 
Level Consultative Committee for Co-ordination with representatives 
of the national federations of the state co-operative banks and the 
central land development banks on the one hand, and the commercial 
banks and the Agricultural Finance Corporation Ltd , on the other The 
main lines of co-ordination suggested by this Committee so far arc 
exchanging information between the commercial banks and the 
co-operative banks in regard to projects and areas selected for agri- 
cultural financing as also information on the maximum borrowing 
capacity of the members of co-operative societies so that the commercial 
banks may keep this in view and meet the financial requirements 
of those farmers who cannot be accommodated witlnn the limits 
prescribed in co-operatives, commercial banks agreeing not to take 
awav the business of co-operaliv cs and with tins end in view, keeping 
the co-operatives informed before their members arc financed, ex- 
ploring the possibilities of joint financing of individual projects, 
supplementing the funds of co-opcrativ cs bv commercial bank credit 
for financing distribution, storage and marketing of fertilizers and 
lastlv, undertaking studies and pilot projects for assessing further 
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scope for co-ordination between the commercial and co-operative 
hants bj identifying the areas where they can co-ordinate and suggest- 
ing the methods therefor 

32 Another -welcome step proposed by the National Level 
Consultatn e Committee is the constitution of state level co-ordination 
committees m many states mth the presidents of the state co-operative 
bank, the central land development bank and the state marketing 
society on the one hand, and two or three representatives of the com- 
mercial banks nominated by the Chairman of the Agricultural Finance 
Corporation Ltd , on the other We recommend elsewhere the settingup 
of a committee at the state level to review periodically all aspects con- 
nected in tli mi estment in agriculture with particular reference to the 
flow of institutional credit for financing these programmes 'We suggest 
that the state level co-ordination committee proposed by the National 
Lei el Consultative Committee should work in close liaison mth, 
and mth preferably the same membership as, the state level committee 
recommended by us 

33 Finally, co-ordination is necessary among the commercial 
banks themselies, particularly because all of them are anxious to 
extend their farm operations to conform to the objectives of social 
control o\ er banks It may happen that once an area has been identified 
as offering good scope for institutional credit for agriculture, many 
commercial banks try to extend their farm credit operations to that 
area Even though some areas offer sufficient scope for several banks to 
engage themselves intensively m financing agriculture, it will be useful 
to dc\ clop conventions and arrangements for consultation to ensure 
that there is no crowding of institutions or excessive competition for 
business in any particular area to the relative neglect of others where 
need exists 



CHAPTER 21 


ROLE OF GOVERNMENT 

Agriculture, which is a state subject under the Indian Consti- 
tution, is as much a matter of concern to the state governments as it 
is of importance to the country’s economy as a whole. Each state 
government is, therefore, actively interested in ensuring the adequacy 
of institutional credit for agricultural production and development. 
Specifically, each government is keen that its intensive agricultural 
programmes do not suffer because of the lack of credit support Of the 
many functions which a state government is called upon to discharge 
in this context, a decreasmgly important one is the direct disbursement 
of loans to cultivators There is a variety of other measures which the 
government has to take to assist the credit institutions in their function- 
ing, e g , by providing a proper record of rights, running comple- 
mentary extension services and ensuring availability of fertilizer and 
other inputs for which the credit is intended In this chapter, we 
propose to deal with both these aspects of the role of government, 
viz , direct provision of credit and assistance to credit institutions 

Role as Credit Agency 

2 . As we pomted out in the review in Chapter n, there has been a 
gradual decrease over the years, m volume as m significance, of the 
agricultural credit direcdy provided by state governments This decline 
has resulted mainly from the paucity of resources Till recently, the 
bulk of such credit represented fertilizer taccavi issued by state govern- 
ments from out of the fertilizers supphed to them on credit by the 
Government of India However, with the gradual withdrawal of the 
latter facility folloivmg the recent changes m the policy concerning 
fertilizer distribution and the related credit arrangements, tins source 
of funds has begun to dry up Considering the present position of state 
finances and their prospects in the immediate future, it appears likely 
that the quantum of taccavi will decline further m the years to come 

Declining Role 

3 The limitation of funds, however, is not the only relevant factor 
There is also an increasing realization of the unsuitability of govern- 
ment as an agency for agricultural credit. The drawbacks of this 
system are well known and include the relatively small size of loans, 

6ag 
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delays m disbursement, inadequacy of supervision on er utilization and 
poor reco\ enes Being essentially a bureaucratic line of credit, taccavi 
can hardly be expected to be operated with the degree of judgement, 
flexibility and response eness necessary for dealing with the credit 
needs of cultivators raising different crops under different conditions 
The ns ay in which gos eminent staff attend to taccavi as an incidental 
function has htde in common wath a banker’s dealings with his custo- 
mers Moreover, as distinguished from banks and similar institutional 
agencies, the system does not help mobilize resources by Nvay of deposits 
and share capital It is because of these considerations that taccavi has 
only a limited role to perform and tends to be more and more confined 
to supply of seed, fertilizer and pesticides The Governments of Bihar, 
Kerala, Madhya Pradesh, Onssa, Punjab, Rajasthan and Uttar 
Pradesh have, in communicating their vieivs to us, expressed them- 
selves against continuance of direct taccavi loans to cultivators Three 
state governments, however, ha\ c stated that the need for direct 
loans subsists in certain areas or for certain purposes The Govern- 
ment of West Bengal, for instance, has expressed the view that such 
loans should be continued in those cases Nvhere co-operatives are not 
strong enough to route taccavi funds and in the case of persons who are 
unable to become members of co-operatives The Government of Tamil 
Nadu has referred to a similar need in those areas Nvhere the co- 
operative institutions are not fully developed and apprehends that the 
intensive agricultural programmes may suffer in the absence of this 
line of credit The Go\ eminent of Assam also favours continuance of 
taccavi for a few ) ears as a purely promotional measure The Govern- 
ments of Haryana and Maharashtra are, however, unequivocally 
opposed to the discontinuance of taccavi loans The latter is of the view 
that it may be necessary to continue the grant of taccavi loans direct to 
non-members and, in certain cases, to defaulter members of co- 
opcratiNes In the opinion of the Government of Haryana such loans 
are called for, as co-operative societies in the state arc not strong enough 
to provide credit of the order required for the success of their schemes 
for increased agricultural production These reactions of state govern- 
ments as i\ ell as recent experience in different states mainly imply 
that, in the context of the tanous intensive agricultural programmes, 
taccavi may hare to be temporarily continued as a stand-by line of 
credit in areas Nvhere the co-operative structure is weak The Informal 
Group on Institutional Arrangements for Agricultural Credit (1964), 
recognizing tins need, also suggested that taccavi loans might be per- 
mitted as a short-term expedient if a special programme of agricultural 
production was being undertaken by government and the co-operative 
credit structure was cither non-existent m that area at the moment or 
was not hkel) to be able to meet the credit needs in the immediate future 
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Future Policy 

4 We agree with this approach and consider that taccavi has still 
a useful, though a transitional and strictly limited, role to play On 
the one hand, the emergence of new techniques of farming involving 
the use of high-cost inputs and the associated programmes of govern- 
ment arc generating an increasing demand for agricultural credit m 
certain areas On the other, various measures can be, and are being, 
taken to enable co-operatives to meet these credit needs The per- 
formance of this credit agency should, in fact, improve with imple- 
mentation of accepted policies, the progressive liberalization of refinanc- 
ing facilities provided by the Reserve Bank and the arrangements 
that exist for the state governments to contribute to their share capital 
Even so, a difficult problem is faced m those areas where the co- 
operative agency is non-existent at the moment or is inoperative 
because past mismanagement and chrome overdues have led to the 
dormancy of a large number of agricultural credit societies. If an 
intensive agricultural production programme is under implementation 
in such areas, supplementary credit arrangements — even though on 
a transitional basis — are obviously called, for There is another set of 
circumstances m which there would be a similar need for a transitional 
line of credit We have in mind areas where many cultivators have 
undertaken investment with the help of funds from the Agricultural 
Refinance Corporation, but have difficulty in obtaining the resulting 
production credit needs because the short-term credit structure is 
dormant or otherwise inadequate In this situation, the failure to 
provide short-term credit can adversely affect the ability of the 
borrowers to repay the long-term loans We would prefer that in all 
such cases the resulting gap is met by an institutional agency such as 
commercial banks or the proposed state agricultural credit corporations, 
but these alternative sources of credit will take time to develop The 
commercial banks are still new to this task, while the state agricultural 
credit corporations are yet to be set up It will also take time for the 
programmes of reorganization to make an impact on the co-operative 
credit institutions through which credit is to be channelled Against 
this background, and consistently with the accepted view that govern- 
ment should gradually withdraw from this field, it is a practical ap- 
proach to envisage that taccavi may serve as an adjusting factor for a 
transitional period to the extent of the gap between the credit needs 
arising from an agricultural programme and the ability of the co- 
operative financing agency m the area to meet it m the immediate 
future. We, therefore, suggest that taccavi may be provided, m the short 
run, in areas where the establishment or rcactivization of the co- 
operative credit structure or promotion of supplementary credit 
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arrangements is likely to take so long that the current agricultural 
programmes might suffer on account of the lack of credit support We 
consider this , howe\er, as a purely temporary and limited arrangement 
and recommend that a date be fixed m each state beyond which no 
taccam should be provided except to meet situations of lwdespread 
distress such as floods and famine By that date, the state government 
should endeaiour to complete all the arrangements necessary for 
bringing about the activization or expansion of co-operative credit m 
adequate degree or to set up a state agricultural credit corporation or 
to make some other supplementary arrangements of an institutional 
nature 

Repercussions on Institutional Credit 

5 E\en if taccavi is continued only in these restricted contexts as a 
stand-by line of credit, it should not be provided in such a form or 
under such conditions as would jeopardize the development of insti- 
tutional credit This is a consideration to which n r e attach much 
importance In the past, the dispensation of taccam has, m many 
instances, operated in a manner detrimental to the interests of co- 
operatn e credit In West Bengal, for example, taccavi loans arc issued 
by the development blocks to agriculturists irrespective of whether 
they are members of co-operatn es or not and without any consulta- 
tion with these societies In Assam, too, no distinction is made m this 
respect between members and non-members or between defaulters 
and other members In Bihar, again, even though it is specified that 
members of co-operatives and defaulter members are not to be financed 
by government, m the absence of the necessary co-ordination, no 
procedure exists to ensure adherence to this principle m practice In 
Orissa, fresh ad\ ances by co-operatn es were reported to ba\ e declined 
because taccam loans aggregating about Rs 5 crores were issued to 
cultivators during 1965-6 and 1966-7 without any attempt to ascertain 
whether they had borrowed earlier from the co-operatives Another 
feature of taccavi which has adversely affected co-operative credit is 
that, despite accepted policy to the contrary, the rate of interest 
charged on the former in many states continues to be low'er than that 
charged on the latter, as indicated by us m Chapter 1 1 


Conditions for Continuance 

6 So long as taccam is given without discriminating between members 
and non-members and, more particularly, between defaulting mem- 
bers and others, and on terms more favourable than those which 
co-opcratn es or commercial banks can offer, the development of 



ROLE AS CREDIT AGENCY 633 

institutional credit — which is intended to be the more permanent 
arrangement — will continue to be handicapped by the operation of 
this admittedly transitional line of credit We, therefore, recommend 
that the following conditions be recognized as part of accepted policy 
and scrupulously observed in practice 

Firstly, since taccavi, where continued, is intended only for enabling 
agricultural programmes to succeed, such loans should be confined to 
areas where such special programmes are in progress and co-operatives 
arc weak or non-existent We are of the view that there is no need for 
any stand-by line of credit in the form of taccavi in the non-programme 
areas Co-operative credit can be expected to measure up in due course 
to the demand for institutional credit m such areas as it grows gradually 
Any temporary dislocation of co-operative credit structure in these 
areas cannot result in any serious set-back to agricultural production 
but only some delay in the substitution of costly but facile non- 
institutional credit by the cheaper and more disciplined co-operative 
credit Nor is any taccavi , as a stand-by arrangement, required in those 
programme areas where the co-operative credit structure is working 
satisfactorily 

Secondly, such loans should be provided only m kind, that is, in 
the form of inputs such as fertilizers, pesticides, improved seeds, etc 
Thirdly, taccavi loans should not be provided to members of co- 
operatives generally and in no circumstances to co-operative defaulters. 
The need for this discipline is clear in view of the serious damage which, 
as we have shown in Chapter 1 7, was done to co-operatives m some 
districts when taccavi loans were provided to their defaulter-members 
Fourthly, the terms on which these loans arc provided, especially 
the rate of interest, should not be more fa\ourablc than those for co- 
operative loans, so that co-operative credit does not appear in comparison 
less attractive to the cultivator and the eventual transition to insti- 
tutional credit is not handicapped The rate of interest on taccavi 
loans should, in fact, be slightly higher than the co-opcratn cs, as 
taccavi docs not involve any contribution comparable to that to be 
made to the share capital of the lending society Moreover, if account 
is taken of the expenditure on the staff engaged in the disbursement of 
taccavi , the economic lending rate cannot be found to be less than 
that charged by the co-operatives We do not see any justification for 
this indirect subsidy to a small section of cultivators We, therefore, 
recommend that wherever the rates of interest on taccavi loans arc 
lower than those charged bv the co-operatives, thev should be raised 
lmmcdiatclv and brought on par with the latter 

Fifthlv , the elementarv discipline of prompt repajment should be 
stnctlv obscrv ed in respect of taccavi loans Though data arc lacking, 
we have reason to believe that, for various reasons such as want of 
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adequate staff, political interference, poor maintenance of records and 
lethargv on the part of the officials concerned, the reco\ erv of taccari 
dues has been unsatisfactory in many cases This acts as an induce- 
ment to the prospective borrower to turn to taccari m preference to 
am institutional lender who has to be more strict m the matter of 
recoveries We recommend, therefore, that m the dispensation of 
taccan, prompt repayment should be insisted upon and fresh finance 
denied to defaulters 

Lastlv, while taccari is advanced to non-members, they should be 
increasingly persuaded to become members of co-operatives or ap- 
proach a commercial bank and it should be made clear that taccari 
will be a special arrangement for onl\ a \ ear or tvv o 

Routing of Taccari 

7 While we favour ultimate and complete discontinuance of direct 
taccari, we are, at the same time, anxious that the traditional source 
of funds represented bv the financial provision for this purpose in the 
state budget is not lost to the agricultural sector We, therefore, envi- 
sage that, ev en after taccan loans are totally stopped, the state gov em- 
inent will continue to make budget allocations for this purpose and 
make such resources available to the co-operative credit structure as 
long as the need for additional credit remains ‘ Routing ’ of taccari 
funds m this fashion was suggested earlier by the Committee on Co- 
opcrativ e Credit (i960) as well as bv the Committee on Takavr Loans 
and Co-operative Credit (1962) Specifically, the latter recommended 
that ‘ when co-operatives become the sole agency to provide credit to 
agriculturists for normal production and land improv ement purposes, 
the funds available with government for making advances to agri- 
culturists should be utilized to supplement the resources of the co- 
opcrativ cs ’ and that ‘ such funds should preferably be given in the 
form of medium-term loans at the same rate as that charged by the 
Reserve Bank of India and routed through the co-operative banks’ 1 

8 In pursuance of these recommendations, the Government of 
India had suggested to the state governments that amounts provided 
in the budget for selected schemes should be placed at the disposal of 
the central co-operative banks, preferablv, through the state co- 
operative banks concerned Tins suggestion has been already under 
implementation for the last few v ears m Kerala and Madhva Pradesh 
and, to a limited extent, in Andhra Pradesh and Assam From the 
views expressed to the Committee, we find that, while the Governments 
of Bihar, Kerala, Madhva Pradesh, Orissa, Punjab, Rajasthan and 
Uttar Pradesh appear to be in favour of routing taccari funds through 

1 Report c r the Gmmiticf m Takrun I oans and Co-operatn e Credit 1962, pp 90-91 
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the co-operative agency, the Governments of Gujarat, Haryana and 
Maharashtra arc opposed to it 

9 Even where taccavi is routed through the co-operative banks, the 
methods adopted for the purpose arc not uniform. One of these is for 
the state governments to make the primary credit societies their direct 
agents for disbursing such loans Not only arc the apex and central 
banks thus kept out and deprived of their legitimate business, but the 
integrated functioning of the structure is upset in so far as the primary 
societies have a second creditor besides their central financing agency 
An alternate c method which is followed m some states is to place the 
funds at the disposal of the state co-operative bank, with amounts 
being earmarked for each central co-operative bank for specified 
purposes The working of this arrangement in Madhya Pradesh has 
shown that, under this procedure, no account is taken of the demand 
for credit for particular purposes or the capacity of the central bank to 
meet it from its normal resources The result was that some banks 
could not utilize fully either the allotments made out of the taccavi 
loans or the credit limits sanctioned by the Reserve Bank In one or two 
eases, drawals from one source of funds were found to have been utilized 
to pay off amounts due to the other Allotments were also made distnct- 
wisc for specified purposes, c g , wells and pumpsets Most banks appear 
to ha\c drawn and disbursed these funds without ensuring that such 
loans arc repaid within the stipulated periods The anxiety to utilize 
the allotments fully also appears to ha\ c led to a watering doivn of their 
lending standards Neither of the above two methods, therefore, seems 
satisfactory 

10 Another drawback in the present arrangements for routing of 
taccavi in some states relates to the insistence that the loans made out 
of these funds should be separately identified at each tier of the credit 
structure Sometimes, such loans even carry terms (in respect of the 
rate of interest or subsidy) which differ from those charged on the loans 
disbursed by the banks for the same purposes from out of funds raised 
from other sources In some eases, powers to sanction loans to indivi- 
dual borrowers from these resources were vested in the concerned 
officers of the state governments and all that the central banks and 
primary societies were required to do was to act as agents of the state 
government for disbursing the funds We do not consider this a satis- 
factory arrangement, as it takes away the discretion of the banks in 
making loans for the recovery of which they alone are responsible 

11. The routing of taccavi funds through co-operatives, as at present 
practised, has thus often resulted m confusion at the field level. We 
are, therefore, of the view that, so far as short-term and medium-term 
taccavi funds are concerned, the best way m which the available 
resources could be utilized would be the one suggested by the Informal 
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Group on Institutional Arrangements for Agricultural Credit (1964), 
viz , the placing of these funds as a special type of loan-cum-deposit 
with the central co-operative banks so that they might use them as if 
they were term deposits This should help the banks to augment their 
loanable resources in cases where immediate growth m loan operations 
is hindered by lack of deposits and the consequent inability to absorb 
overdues So far as taccavi funds meant for financing long-term invest- 
ment are concerned, the amounts could be utilized for the purchase 
of debentures of the land development banks The state governments 
should not, in our opinion, impose conditions, e g , in respect of dates 
of repayment and the separation of funds from this source all along the 
line as it might unduly restrict the freedom of the banks to deploy 
the funds raised from various sources Nor is it proper that loans for 
the same purpose by the same institution should carry different rates 
of interest according to the source of funds At the same time, with a 
view to ensuring that the funds go to finance those lines of investment 
to which the governments attach importance from the point of view 
of their agricultural plans, the state governments may lay down a 
condition that the loans advanced in the areas and for purposes 
specified by government should not fall short of the amounts drawn 
by the banks on this account 

Promotional Role 

1 2 Although the role of government as direct provider of agricultural 
finance will, in our view, be limited in future, the state government 
will have to play a crucial role m creating conditions conducive to the 
promotion and growth of institutional agricultural credit and removing 
some of the handicaps which at present hamper its smooth working 
Viewed m this perspective, the functions and responsibilities of govern- 
ment could be considered under three broad heads, viz , those of 
(a) assistance to institutional credit for agriculture m general, ( b ) deve- 
lopment and growth of co-operative credit and (t) promotion and 
development of other institutional credit agencies 


Helping Agricultural Credit 
Institutions Generally 

13 The new agricultural strategy is based on the concentration of 
cfTorts for the adoption of improved techniques and the use of modem 
inputs in promising areas Hence the success of these programmes 
depends on the timely and adequate provision of the required supplies 
and services from different sources Effective co-ordination between 
these \anous agencies is, therefore, most essential Past experience, 
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however, shows several instances where programmes have failed because 
this aspect was neglected Thus, arrangements for credit have some- 
times proved fruitless because inputs were not available m adequate 
quantities or at the proper time We have already referred in Chapter 3 
to some examples of this experience as seen from the studies conducted 
for the Committee and would only emphasize here that government 
should help ensure availability of inputs 

14 As important, m this context, as the supply of requisites, is the 
provision of an adequate extension service Change-over to modem 
technology has to be encouraged and accelerated There are also the 
tasks of helping the cultivator to accept the new agricultural techmques 
and practices and solving the problems which may be faced m the 
initial stages of adopting them. It is only an adequate extension service 
maintained by the government that can meet these needs The technical 
competence and the numerical strength of the extension staff are parti- 
cularly relevant It is to the extent that this need is met that the 
purposiveness of agricultural credit can be ensured 

15 Another sphere in which an important role has to be played 
by government relates to agricultural prices The importance of main- 
taining prices of agricultural commodities at levels which are ade- 
quately remunerative to the cultivator has been stressed by various 
committees which have gone into problems of agriculture and agri- 
cultural credit m the past It is also true that an increasing awareness 
of the significance of this factor is reflected in various steps recently 
taken by government and policies adopted by them The estabhshment 
of the Food Corporation of India and the Agricultural Prices Com- 
mission and the policies being pursued to assure incentive prices to 
producers of various foodgrams are among the measures which should 
help achieve this objective Without going into the whole question of 
stable and remunerative prices for agricultural produce, we would 
refer to some of these relevant considerations Firstly, the adoption of 
new technology by the farmer involves the use of certain high-cost 
inputs and hence, unless the policies in regard to prices and procure- 
ment are such that a return is assured which will cover the outlays 
and the risks involved, the farmer cannot be induced to switch over 
to improved techmques Nor can the repayment of loans taken for such 
cultivation be ensured if the anticipated price does not materialize 
Secondly, the tendency of prices of certain agricultural commodities to 
sag after the bumper harvest m parts of the country during the last 
year or two highlights the need to ensure that appropriate arrange- 
ments (including those connected with credit) are made for the storage, 
transportation and purchase of agricultural produce at conveniently 
situated rural centres m areas of surplus production. Thirdly, with the 
encouraging trends m agricultural production which are now witnessed 
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in some states, price support is becoming as important as price control 
and stabilization should be attempted at realistic le\ els of prices which 
can provide the cultivator with the required incentive to step up 
production We also hope that the various national institutions which 
ha\e been and are being built up, such as the Food Corporation of 
India, the Central and State 'Warehousing Corporations, the State 
Trading Corporation, and co-operative marketing organizations at 
different le\ els, will all be pressed effectively mto use m planning and 
executing policies designed to prevent agricultural prices from being 
depressed Past experience, though limited, suggests that, unless posi- 
ti\ c efforts are made, some of these institutions may not function or be 
used effectively It is in regard to this entire gamut of measures designed 
to support and stabilize prices at reasonable rates that the governments 
— central and state — can play an important part No worthwhile 
system of institutional credit can be built up or operated satisfactorily 
unless the farmer and his credit agency are sure of the mcome which 
he can cam from the crop 

16 Still another context in which the government can make a 
significant contribution towards facilitating the operations of agri- 
cultural credit institutions is that of land tenures and tenancy As we 
ha\ e indicated elsewhere, a serious handicap in the introduction of a 
production-oriented system of credit is the difficulty experienced by 
institutions in establishing the status of the cultn ator in relation to the 
land for the cultivation of which credit is sought and/or the land which 
is offered as security The assurance of an identifiable and continuing 
interest of the culti\ ator in a particular piece of land is essential for 
successful credit operation not only because it helps make sure that he 
is m the farm business while the loan subsists but also because it helps 
to provide a dependable basis for the estimation of repaying capacity 
Wc have noted that land records are not being maintained on an 
accurate and up-to-date basis and that there are various uncertainties 
in regard to the identification of a cultivator’s interest m land and the 
saleability and mortgageabihty of this security As we have indicated 
in Chapter 20, the entry of commercial banks into agricultural finance 
also calls for a review of the position m this regard It is observed that, 
in many states, there is also the problem posed by unrecorded or 
informal tenancy This results from the unwillingness of the landlord 
to make a declaration to the effect that a particular cultivator is his 
tenant for fear that the latter may thereby get protection against 
eviction under law This, in turn, leads to the denial of credit from 
institutional sources to such cultivators While it will take us beyond 
the scope of our task to suggest measures for improving or modifying 
the existing land tenure system, wc recommend that state governments 
take suitable steps to rectify the existing position in this respect and 
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ensure that land records arc maintained properly and that such 
records reflect the actual, correct, and up-to-date -position regarding 
the status which the prospective clientele of institutional agricultural 
credit hold as cultivators We would also suggest that the land reform 
legislation in each state be reviewed from the point of view of how the 
working of institutional credit might be facilitated, while ensuring that 
the larger aims of State policy in this regard arc subserved 

17 One other direction m which the government will be called 
upon to play an important role, which will indirectly help the credit 
institutions, is that of building up the needed infra-structure for agri- 
cultural development, in terms of facilities for marketing, processing, 
storage, transportation, etc The structure itself will develop in part 
through private or co-operative efforts , but even here government can 
help in many ways such as provision of licences for processing units, 
building materials for godowns, grant of permits for lorries, support 
to co-operatives engaged in these activities and so forth A part of this 
task has, however, to be undertaken by governments themselves such 
as the building of roads between villages and nearby markets, establish- 
ment of regulated markets, construction of warehouses, etc With the 
increased production resulting from improved techniques, more culti- 
vators will have a surplus for sale, more produce has to be handled at 
different stages, and more cultivators will be interested in taking their 
produce to the market instead of selling it locally in the village It is, 
therefore, necessary that government should help to plan for, provide 
and promote adequate facilities in these different directions 


Assistance to Co-operatives 

18 Since co-opcratives have a more important part to play in agri- 
cultural credit than any other single agency, it is only appropriate that 
government should take such steps as would make them stronger and 
more effective We have indicated at the appropriate places in this 
Report the various measures required on the pait of the government 
for actively helping the co-operatives in various ways and refer only 
briefly to them in the following paragraphs 

19 One of the immediate tasks m which the government should 
interest itself is that of increasing the coverage of co-operative credit 
As we have seen, the co-operatives m many states cater to the needs 
of only a small percentage of the rural population In taking steps 
which are necessary for removing the difficulties, if any, which preclude 
cultivators from joining the co-operative societies and from borrowing 
from them, lauhehing membership drives, organizing new societies, 
educating the rural population on the benefits of co-operation and 
releasing co-operatives from the domination of vested interests, 
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government machinery can play an active part In particular, we 
would suggest here that the state government should take an active 
interest in ensuring that there is an improv ement m the extent to which 
small farmers and tenants are able to secure access to co-operative 
credit. It will also be the government’s duty to provide adequate staff 
for audit and administration of co-operatives As the present arrange- 
ments in this regard are most unsatisfactory in several states, and 
various malpractices of a senous nature have crept in, the staff for 
these purposes has to be strengthened So far as the day-to-day working 
of the co-operativ e institutions is concerned, we agree with the generally 
accepted view that there should be minimum interference from the 
government in their internal affairs "Where, however, factions in the 
managing committee render the smooth working of a society difficult 
or deserving members are, m the result, deprived of the benefits of 
co-operative credit, corrective steps have to be taken by the govern- 
ment including, in extreme cases, the supersession of the management 
of such institutions in order to remove undesirable elements It is not 
unusual for political or factional considerations, rather than those 
connected with the working of institutions, to influence the decision 
in such cases We strongly urge that action in such cases should be 
quick, simple, unbiased and in conformity with the law 

20 The state gov ernments will also hav e to play an important role 
in carrying out programmes of reform and development of the structure 
of co-operative agricultural credit We have stressed elsewhere the 
urgent and imperative need for revitalization of the structure at the 
primary level The programmes m this regard will have to be drawn 
up and cffectiv ely pursued by the state governments if the co-operatives 
are to be equal to the tasks demanded of them Similarly, in the 
strengthening of central banks, both m financial and administrative 
terms, the state gov ernments have a vital role to play Some of these 
structural changes at the central bank or primary society level involve 
some disturbance to established interests and individuals and it will 
require all the persuasive efforts and influence of governments — both 
the political leadership and the machinery of administration — to 
bring about the desired changes One of the major handicaps faced by 
many central banks in providing an adequate volume of funds for 
meeting the growing demand for credit is their inability to raise the 
required resources because of low capital base and high level of over- 
dues If these banks are to increase their lendings at a quicker pace 
than they can plan for on their own, the government will have to help 
them b> contributing to their share capital to the extent required so 
as to enable them to borrow from the higher financing agency on a 
larger scale Some of these banks may also be unable to afford the 
employment of supervisory personnel on the required scale and 
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middies nni ha\ 0 to be given b\ government for tins purpose for a 
tempornn penod till tlicv build up tlinr business. Hie government 
can abo assist m constituting cadres at different levels so that competent 
staff mil be available for co-opcrativi credit institutions. 'We have also 
recommended, in Chapter 1 j, special measures which state govern- 
ments might take for reorganising apex and central banks 111 areas 
where the growth of co-operative credit has been ri taidcd We suggest 
that, in ail llicsi different contexts, the support of state governments 
to co-operative credit should he forthcoming m the proposed directions 
and to the required extent 

21 So far .as resources arc contented, we have alre.tdv indicated 
earlier how the government can help the co-operatives In contnlnitmg 
to their share capital Again, borrowing from the higher financing 
agencies can he facilitated In the government providing, in time and 
to the ncccssara extent, the necess ir) guarantees, uhrrcvcr required 
because of the weak financial position of the particular societies or for 
other reasons I11 the case of certain hauls, the government can also 
keep, as loan-cum*dcposit, amounts av.atlablr from the funds meant 
for fflrru- 1, as suggested earlier in tins chapter. '1 he government can 
further assist the co-operative hanks m the mobilization of deposits bv 
enabling local bodies .md similar institutions to deposit their surplus 
funds with these banks 

22 The government can help speed up tin process of ret over)' of 
co-operative loans by ensuring prompt action against wilful defaulters 
\s stated earlier, long delays occur todav m obtaining and executing 
decrees against defaulters The government vs ill have to ensure that 
legal provision and departmental staff for the purpose an adequate, 
on the lines indicated in Chapter 17 Another way, in winch tin 
government can help co-opcralivcs to recover their loans relates to the 
linking of credit with marketing Apart from assisting in building up 
a sound co-operative marketing structure, government can also see 
that co-opcr.ativc dins are recovered from the pner payable for the 
grain procured under the government’s schemes and appoint co- 
operatives, by preference, as the agency for procurement As we have 
pointed out elsewhere, political interference, particularly on the eve 
of elections, is believed to have often resulted in heavy overducs. We 
would unequivocally condemn such interference and urge that the 
legal powers and the administrative machinery of government be 
unhesitatingly pressed into action to discourage and offset these 
influences So far as defaults on account of natural calamities arc 
concerned, we have earlier suggested various measures, one of winch 
is the strengthening of stabilization arrangements at various levels. 
The stale governments will have to assist the state and central co- 
operative banks in building up these funds by foregoing dividend on 
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shares held b\ them in these institutions m excess of 3 per cent and 
also by making ad hoc contributions 

23 So far as the small farmer is concerned, we hat e made detailed 
recommendations m Chapter 18 for assisting him m various ways 'We 
hope that these recommendations will be implemented without delat 
and without reservations The establishment and efficient working of 
the Small Farmers De\ clopment Agenct will pnmanlv depend on the 
lnitiatn e and support of the state got emment 

24 Lasdt , there is the question of estabhslung co-ordination 
between those departments of the state gotemments which are con- 
cerned, either directlt or indirectly, with agricultural credit It has 
often been found that the sympathetic concern and understanding 
which is normally shown bv the Co-operation Department towards 
co-operati\e institutions, is often lacking m the attitude of other 
got emment departments such as Agriculture, Community Develop- 
ment, Irrigation, etc , m their policies and day'-to-day dealings vis-a-vis 
the co-opcrati\ es 'Where necessarv, therefore, these departments 
should be persuaded to reorient their approach towards co-operatives 
so as to reflect the accepted pokcv of got emment wluch is that of 
encouragement of co-operatives as the instruments of socio-economic 
development 


Role of the Bloch Agency 

25 The pattern of arrangement in regard to co-ordination between 
staff of various departments and agencies participating m an 
agricultural programme differs from area to area and a decision m 
this regard has to be taken, m each case, with reference to the 
conditions obtaining in the state in regard to the administrate! e 
set-up, quality of personnel, etc It is hoped that there will be pro- 
grcssite decentralization of decision-making in the context of agri- 
cultural programmes and unified direction at the district level so as to 
ensure their success It is as one gets nearer to the field that co- 
ordinauon is most necessary We recommend, m tins context, that an 
arrangement might be made to ensure the close association of the 
block Ic\cl officers with the working of institutions concerned with 
co-operatnc agricultural credit, without in any way diluting the 
authority of the elected and paid management of these institutions 
\s the official who is on the spot, and has a number of subject-matter 
staff under him, and also as one who has helped to formulate the 
agricultural programme of the area and is engaged in its implementa- 
tion, the block de\ clopment officer should be m a position to assist the 
credit institutions m many ways Such association of the block authori- 
ties with agricultural credit will assume special significance m areas 
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where aprunhmal credit corporations nrr to be established and aim 
mi areas where rented bank 1 : are to deal direct with indi\idun! rnlti. 
v uor< Whth the fullest me should hr made of this mm Inner), there 
should be no return to h. rn, ; bv the b.u k dnoi We behr\ r that through 
die bloe k ^t dT the e redd institutions should be able to set lire nerrss to 
ill tint a«i<t mee which lhr\ need in the field for ihr success of then 
lending and, in pirtnnlir lor eerim; that i redd result': in increased 
production h\ rmurmc ade cpiite e\teiiMon f suppltrs and ermrre and 
tint thrv ire emble d to idrntifv the holdings, establish the srruntv 
olfered b\ the boimwer rti 11m will amount to an eflort to reflect 
it the opcrutoiul level m the field the fiamcwork ol policies and 
me mires which we h nr reeeimtnrnelrd is the contribution wlnrli thr 
state ucwermnrnt should nub tow ireb thr smooth (iimtiomw* ol 
utrietiltnrd credit institutions 

1',!^ ti Ol^rr .jjy- n 

-G It follows from whit wc have * nil ebewlicie ill it (;mrmmnu 
tssmancc m the metier of tin- operation of institution d at;rie nltur el 
eredit should he u nlablr not onb to eooprritnrs bill also, with 
ipproprtatc modtfie ttion*, l<> rommrreiil b ml s and r t\tr u;rnul\nril 
e-redit corporation'- I lie litter, m pirtienlir, will h reels drprnd, for 
Cellini; on to an e irl\ end effrt n\r si irt, on the wine interest rvinre d 
b\ the state po\ eminent* \s regards mmmrmil bants, whdr wr do 
not 'ttccesi die rrant of am sub'idtrs to induce them to enter tins 
Grid, we recommend that thr handicaps fired In ihrm at present in 
dispensing agricultural credit should lie remove d through measures 
siirh as iho'e sn out m f.hajiter 20 
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AGRICULTURAL CREDIT CORPORATIONS 

In Chapter 14 we have referred to the proposal of the Informal Group 
on Institutional Arrangements for Agricultural Credit (1964), consti- 
tuted by the Reserve Bank, for setting up an agricultural credit coi- 
poration m each of the states of Assam, Bihar, A Vest Bengal, Orissa 
and Rajasthan and a separate corporation or corporations for the 
Union Territories of Tripura and Manipur While in that chapter w c 
were concerned with setting out considerations relevant to the adoption 
of this solution as a transitional arrangement for any particular area, 
we propose to deal m tins chapter with the organizational and opera- 
tional aspects of this proposal The mam questions which arise are 
connected with, (1) the jurisdiction or the area of operation of the 
corporation, (11) the principles and procedures connected -with its loan 
operations, (m) measures to facilitate the recovery of its loans, (m) the 
raising of resources by it by way of borrowings and deposits, (v) its top 
lc\el management and field organization, ( vi ) co-ordination of its 
operations with those of co-operatives, and (vu) ensuring its transitional 
character These issues w'ere touched upon to some extent m the report 
of the Informal Group Wide some of these matters called for statutory 
provision, others involved administrative or policy decisions by the 
corporations or state governments 

Main Features of Statute 

2 The State Agricultural Credit Corporations Act, 1968, which, as 
we have indicated earlier, was enacted recently and the report of a 
Working Group set up by the Government of India in 1967 to draw' 
up a model scheme for the working of the corporations provide, for the 
present, the basis on which action is being taken to bring the corpora- 
tions mto existence and to determine how they might function For 
the purposes of our discussion, we shall present, at the outset, the basic 
recommendations of the Informal Group and the main features of the 
enabling legislation enacted by the Parliament We shall then go on 
to deal with matters relating to the manner in which the corporations 
might function m the hght of the recommendations of the Working 
Group to which we ha\c referred 

Proposals of the Informal Group 

3 The following are the mam features of the Informal Group’s 
proposal for establishing agricultural credit corporations 

644 
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(l) The corporation’s area of operation will be determined by it 
jointly i vi tli the state government with reference to the past progress 
and the future programme of revitalization of the relevant primaries 
The dormant and ineffective co-operative societies, if any, in the 
villages chosen to be served by the corporation may have to be put 
into at least temporary suspension of business, so as to avoid confusion 
(tt) The share capital of the corporations will be derived to some 
extent from the state governments concerned, but mainly from the 
Government of India, the Reserve Bank of India, the State Bank 
of India and the Food Corporation of India The corporations will 
raise their working funds mainly by borrowing from the Reserve 
Bank of India and the State Bank of India. It will also be permissible 
for them to accept deposits in certain limited contexts 

(m) The corporations will provide short-term loans for agricultural 
production on the basis of the crop loan system Financing of culti- 
vators of wheat and paddy null be conditional on their agreeing to 
repay the loans by definite delivery of these grams at fixed points, 
to the Food Corporation of India or its agents Though the corpora- 
tions may ad\ ance loans to substantial cultivators direct, it may be 
convenient to make loans to small cultivators on a group basis, 1 e , 
against jomt bonds 

(ip) In new of the importance of linking expanding credit with 
marketing and of the difficulties that may be faced in some areas in 
the direct financing of marketing and processing co-operatives by 
the State Bank of India, the financing of such societies by the 
corporations may be made permissible So far as other non-credit 


co-operatives are concerned, the question of their being financed by 
the corporations may be taken up for consideration after the corpora- 
tions have functioned for some time and acquired enough experience 
of successful working of agricultural credit 

(v) The corporations -will be purely temporary institutions and be m 
a position to withdraw from the scene once the co-operative credit 
structure is able to take over. Although it was felt that no statutory 
limit on the period for which the corporation should function was 


advisable, the Group had suggested that the law might empower the 
central government to decide, in consultation with the state govern- 
ment and the Reserve Bank, when a corporation might be dissolved 
and also provide for a periodical review, say, once m five years, by 
the Reserve Bank, of the operation of each corporation to see if the 
need for its functioning m its original form continued to exist and 
whether any changes m the manner of its working were necessary 
(pi) As regards acceptance of deposits, the Group’s view was that it 
should be permissible for a corporation firstly, to entertain the 
normal banking accounts of the institutions and mdividualsborrowing 



AGRICULTURAL CREDIT CORPORATIONS 


646 

from it as part of the normal relationship between a lending 
institution and its borrowing constituents and secondly, to accept 
non-rcfundable deposits from the individuals borrowing from it in 
lieu of the share capital which they w ould have contributed had they 
been borrowing from a co-operative As regards deposits from the 
pubhc, it should be made legally permissible for the corporation to 
accept them but in practice the circumstances in which they should 
be so accepted were to be determined by' the corporation with 
reference to various considerations, viz , (a) any effort to promote 
sarongs, monetization and banking habits in the relatively less 
developed areas in which the corporation functioned would be 
w elcome, ( b ) competition with co-operative banks should be avoided 
wherev cr the latter continued to function activ elyg and (c) where the 
corporation substituted, on a transitional basis, for a central co- 
operative bank, it should make active efforts to mobilize deposits 
so as to be of help to the central bank when eventually' it reappeared 
on the scene 

4 We would, at this stage, draw attention to a major assumption 
underlying the proposal for an agricultural credit corporation as 
recommended by the Informal Group Wide recommcndmg the 
establishment of a State-sponsored agency' for rural credit, the Group 
not only expected that the corporation w'ould be a means of providing 
institutional credit, as distinct from departmental credit such as taccavi, 
but more importandv, also envisaged that a significant role would be 
play cd in its w'orking, especially at the levels of policy -making and top 
level management, by appropriate agencies and authorities from 
outside the state Specifically, much was expected, in tins context, of 
the Reserve Bank of India uduch was actively interested m rural credit 
and could provide the requisite leadership, orientation and expertise 
In the words of the Group 

as the programmes for reorganization of co-operative credit 
are likely to tax to the full the hmited resources, m terms of men and 
money , which the state governments can command, it is from outside 
the states that die initiative for establishing these supplementary' 
arrangements and providing the managerial competence, direction 
and many'-sided support for making them work successfully, will 
hav c to come The Reserv c Bank, m particular, will have to play' an 
important part initially' in getting the new institutions into position 
and later in ensuring that they' operate on sound and efficient lines, 
bv providing assistance not only m terms of financial accommodation 
but also in respect of policies and procedures to be adopted and of 
the top level management to operate them 

Provision may' also be made for the Reserve Bank to be intima- 
tely associated with the determination of policies and procedures, etc , 
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of the corporations so that tlicv may have the benefit of the expertise 
and experience in the field of agricultural credit which the Rosen c 
Bank commands ’ ' 

Irrespective of the extent to which this is reflected m the provisions of 
the legislation rt tenth enacted, to which we refer in the following 
paragraphs, we would cmphasn-c that, m spirit, if not in law, this 
approach of the Informal Group should got cm the working of the 
corporations in practice 

5 The Informal Group suggested that the establishment of tlu 
agricultural credit corporations might be provided for by the enactment 
of enabling central hgidition on the lines of the State Financial 
Corporations Act The Resme Bank, therefore, drew up, and for- 
warded to the Go\ eminent of India, a draft bill which incorporated 
the features of the scheme rt commended by the Group After taking 
this into account, the Go\ < rnment of India framed the State Agri- 
cultural Credit Corporations Bill, 1 968, which was passed by the 
Parliament and recused the assent of the President on 29 December 
1968 The mam features of this measure arc indicated below 

Stairs lo be Covered 

6 Whereas the Informal Group recommended corporations onlv fin 
the five stales md the two union territories referred to earlier, the Act 
enables a corporation to be established in any state or union tcrritorv 
prowded that no corporation can be established m the states or the 
union territories other than those specified b> the Group except with 
the prewous approval of the central government which is not to be 
given except after consultation with the Reserve Bank We presume 
that this provision has been incorporated to provide for the possibihtv 
of the performance of co-operative credit proving inadequate in 
relation to needs in other parts of the country also at a future date 


Funds 

7 The Informal Group had contemplated that only the central and 
state governments, the Reserve Bank of India, the State Bank of India 
and the Tood Corporation of India would be shareholders of tin 
corporation The Act, however, provides, in addition, for shareholding 
by the subsidiaries of die State Bank as also by the banking companies 
Of the capital issued against the authonred capital of not less than 
Rs 1 crorc and not more than Rs 5 crorcs, the holding by the different 
agencies would be as follows 

iorJ lep0rt n,° r t l n C . lnr ° rmal Grou P on JnJtitunom) Arrangements for Agricultural CreUit, 
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Central Go\ eminent 30 per cent (50 per cent in the case 

of a corporation for a union tern- 
tort) 

Resen e Bank 20 per cent 

State Got eminent 20 per cent 

Food Corporation, State 30 per cent m the aggregate 

Bank, subsidiary banks and (provided that none of these parties 

banking companies subscribes for more than 15 per 

cent and that if there is a shortfall 
on this account, it ma) be made 
up bv the central got eminent, the 
Resene Bank of India and the 
state got eminent) 

8 According to the Informal Group, the corporations t\ ere to raise 
their t\ orbing funds mainl) b) borrotvmg from the State Bank or the 
Reserve Bank or both The Act, hots et er, empott ers the corporation to 
borrou funds not only from the Resene Bank of India in the same 
manner as ant state co-operadt e bank can, but also from the central 
got cmment or the state got emment or such other authority or institu- 
tion as mat be approted in that behalf by the central goternmenL As 
regards deposits, it is provided that, subject to the Resen e Bank’s pnor 
approtal, the corporation might accept deposits from a government, 
local authority or an) other person The maximum borrowing potter 
of a corporation has been placed at 10 times its paid-up share capital 
and resen e fund, with provision for its being raised to 15 times with the 
ipprotal of the central goternment 

Management end Branches 

9 The Informal Group had recommended that the central and state 
got emments, the Resen e Bank, the State Bank and the Food Corpora- 
tion should be represented on the management of the corporations 
The Act provides for a board of set en directors with representation for 
the central and state got emments, the Resene Bank, and parties such 
as the Food Corporation, State Bank, subsidiar) banks and banking 
companies t\ho will also be subscribing to the share capital of the 
corporation The managing director is to be appointed b) the central 
goternment after consultation with the state goternment and except 
in the case of the first appointment, after consultation with the 
corporation’s board of directors 

10 Provision has been made to enable a corporation to establish 
ns head office at a place specified b) the state goternment m consulta- 
tion with the Reserve Bank Subsidiary offices or agencies can be 
opened at other places in consultation with the state goternment 
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Loan Business 

xi. The corporation may grant loans and advances up to a period 
not exceeding five years for agricultural operations and for other 
operations connected with agricultural activities not only to agri- 
culturists but also to agricultural marketing and processmg societies, 
central co-operative banks, co-operative farming societies and primary 
agricultural credit societies It may be noted that medium-term lend- 
ing for agricultural purposes is also covered, though the Informal 
Group had not contemplated it Apart from granting loans and 
advances, the corporation is also authorized to carry on agency business 
of any description including cleanng and forwarding of goods This 
provision will enable the corporation to undertake marketing and 
distribution functions on an agency basis Like the state co-operative 
banks, the corporations are required to maintain a cash reserve of at 
least three per cent of the total of their demand and time liabilities and 
liquid assets to the extent of twenty per cent of such liabilities. 

1 2 The legislation contains provision for the transfer of the assets 
and liabilities of any of the branches of a corporation to a co-operative 
bank under mutually agreed terms and conditions subject to the 
approval of the Reserve Bank as also for similar acquisition of assets 
and liabilities of any co-operative institution by the corporation 

1 3 Provision is made for ten to fifteen per cent of the annual net 
profits being appropriated towards the agricultural credit stabilization 
fund to be maintained by a corporation, and for appropriations to the 
reserve fund not exceeding 15 per cent of the net profits The corpora- 
tion is also permitted to declare a dividend out of its annual net profits, 
after making provision for bad and doubtful debts, etc 

Powers for the Reserve Bank 

14 The Informal Group suggested that the Reserve Bank might be 
intimately associated with the determination of policies, procedures, 
etc , of the corporations The following are the powers which the 
legislation vests in the Reserve Bank, in relation to the corporations 

(a) to inspect a corporation , 

(b) to determine the pohcy relating to advances, including the rate 
of interest and other terms and conditions and to give instructions in 
this regard , 

(0 to give directions to a corporation m the public interest, in the 
mterest of depositors and towards securing its proper management , 
and 

(rf) to caution and prohibit a corporation against entering into any 
particular transaction or class of transactions and generally to give 
advice to them 
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It has further been provided that m matters of pohcy involving public 
interest, the corporation will be guided by such directions as are issued 
by the central government in consultation ■with the Reserve Bank 


Remew and Winding-up 

15 With a view to ensuring that there is a periodical review of the 
need for the continuance of a corporation, it is made incumbent on the 
Reserve Bank to submit a report to the central government on the 
working of each corporation on the expiry of three years from the date 
of its establishment and at intervals of three years thereafter A cor- 
poration can be liquidated only by an order of the central government 
and in such manner as it might direct 


State Legislation 

16 The Informal Group had indicated that the corporations, when 
estabhshed, would require not only the effective support of the adminis- 
trative machinery of the state governments but also that of statutory 
provisions similar to those available to co-operatives in their deahngs 
with borrowers The Group had, therefore, recommended that while 
the central legislation might be made as comprehensive as possible for 
this purpose, state legislation may also be undertaken for making 
statutory prolusion in respect of those matters wluch central legislation 
could not cover Illustrative of items calling for such provision are the 
following 

(0 creation of a charge in favour of the lending institution by the 
borrower in respect of land or interest in land held by him and the 
enforcement of this charge , 

(u) setdement of disputes by compulsory reference to arbitration , 
[ui) making and execution of awards against defaulters and tire 
rccotery of dues to the lending institution under the procedure 
available for the collection of arrears of land revenue , 

[tv) conditional attachment of property before award or order , and 
( 0 ) conferment of powers of the civil court on the Registrar of 
Co-operative Societies 

No state government has so far undertaken any legislation for this 
purpose 


Operational Problems 

17 It is on the basis of the legislation reviewed earlier that the 
corporations, when established, will have to operate in the various 
aspects of their working Some of the problems likely to arise arc 
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them for their credit needs The societies to be retained mat be such 
as hate maximum outstanding loans of not less than Rs 10,000 and 
hate an area of operation tthich wall gite them a business of at least 
Rs 1 lakh m the course of the next two or three vears The societies 
should also be potentially viable The societies tthich do not satisfy 
these conditions and those tshose outside liabilities exceed their 
realizable assets eten if their loan outstandings exceed Rs 10,000, may 
also be ignored and the corporation may operate m their area Such 
societies mat be taken into liquidation or may be comerted into 
unlimited liability societies, if they are not so already, and sene as 
channels for the dots of funds from the corporation or their existence 
may just be ignored bv the corporation which may deal tvith individual 
agncultunsts direct or through a number of “ borrowers’ groups ” If 
as a result of applying the standard of outstanding loans ofRs 10,000, 
more than 50 per cent of the societies ha\ e to be by -passed, it has been 
suggested that the state gm emment may lower the figure so that at 
least 50 per cent of the primary credit societies m the area are retamed 
21 It will be obsened that the demarcation of the jurisdiction of 
the corporation r is-a-as the central co-operati\e bank is proposed to be 
based, according to the Working Group, on the present le\ el of loan 
operations of the concerned central bank 'While w e agree that this is 
an important consideration, we would emphasize that it is necessaiy 
to take into account the demand factor as w ell The justification for 
supplementary arrangements rests on the gap expected to exist betw een 
the credit requirements thrown up by the agricultural programme in 
an area on the one hand and the probable availability of credit from 
the co-operatn e credit structure on the other This wall be particularly 
rclei ant in areas like those coiered by the Kosi and Gandah Projects 
where a phenomenal increase m the demand for agricultural credit for 
production and miestment is anticipated m the context of the expan- 
sion of irrigation facilities and the cultivation of high-yielding varieties 
miolvmg the use of large doses of fer tiliz er A central co-opera tn e bank 
with a gi\ cn le\ cl of financial operations may , on the basis of its current 
capability and prospectn e progress, be adequate for a district with a 
limited potential for agricultural growth but not for another district 
where the tempo of agricultural programmes is likely to go up The 
demand for credit m the latter case is likely to be not onlv large but 
also steep in the sense of occurring in a short period oier a somewhat 
low base le\el In some areas, it may also be necessary' to take into 
account, in this connexion, the role which the State Bank and its 
subsidiaries as also other commercial banks might play T particularly 
where thc\ are undertaking, in consultation with the state goternment, 
an intensn c programme of agricultural credit Further, from the 
replies to our questionnaire and the discussions held by' us with the 
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state governments, \vc observe that they arc keen to have a major say 
m the determination of the jurisdiction of the corporations both from 
the point of new of protecting the interests of co-opcrntivc credit and 
of ensuring that the requirements of agricultural production are 
properly met. Taking all these factors into account, we feel that there 
should be sufficient flexibility in demarcating the area of operation of 
the corporation We, therefore, recommend that a decision may be 
taken in this regard by the concerned state government in consultation 
with the Reserve Bank of India, which will be in a position to pronounce 
an authoritative view m regard to the capability of the co-operative 
credit institutions in different parts of the state after taking into account 
the steps which can be taken to strengthen them financially and 
organizationally and the best which the central bank is capable of 
after these measures are adopted 

22 IVlulc the entenon of Rs 1 crorc of loan business for the central 
co-operative bank is fairly satisfactory in absolute terms, we doubt if 
the same can be said in regard to the criterion of loan business of 
Rs 10,000, which has been set by the Working Group for the primary 
agricultural credit society in a similar context Wc also observe that 
potential viability has been put down as an additional criterion, apart 
from the condition that the society should have an area of operation 
which will give it a business of at least Rs i lakh in the course of the 
next two or three years Societies whose liabilities exceed realizable 
assets arc also to be ignored Wc feel that flexibility is necessary at 
this level as well in view of the differences between areas m regard 
to standards of potential viability, costs of staff, etc As in the case of 
central banks, in respect of primary societies also, wc suggest that no 
rigid standards be prescribed for this purpose and that the question 
whether the corporation may enter the area of operations of any 
primary society be decided in each individual case until reference to 
the demand for credit in the area on the one hand and the capacity 
of the primary society, amalgamated with another or otherwise re- 
organized, to meet it adequately on the other 

23. One of the problems for which an adequate solution is yet to 
be found relates to central banks of category (c), 1 c , those with a 
maximum loan outstandings of less than Rs 25 lakhs and those whose 
outside liabilities exceed realizable assets The alternatives suggested 
by the Working Group for such central banks — in whose areas the 

agricultural credit societies will be financed only by the corporation 

are (i) liquidation , (it) conUnuing to function with the sole business 
of financing non-agricultural societies , and (m) conversion into urban 
co-operative banks As far as continuance on the basis of financing 
non-agncultural societies alone is concerned, we doubt if this will 
provide sufficient business for their operation as viable units, as 
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co-operam e activity of this categon is not appreciable in a olume in the 
states for which these corporations are proposed Further, an institution 
whose standing is reduced in the e)es of the pubhc is not likely to be 
in a position to attract sizeable deposits Moreot er, it is not practicable 
to proceed on the basis that the corporations will withdraw from 
the scene inater\' short period We w ould, therefore, suggest that this 
category maj be restricted to only those central co-operatne banks 
whose outside liabilities are in excess of the realizable assets and 
that such institutions may be taken into liquidation if the) cannot be 
tackled through a programme of rehabilitation on the lines we hate 
indicated m an earlier chapter Other central banks whose loan 
business is small may be allowed to continue and finance societies in 
a limited number and m a contiguous area as m the case of banks 
m category (b) The) may be suitably strengthened and reorganized 
so as to enable them m due course to take o\ er from the corporation 
the work of disbursement of agricultural credit m their entire area of 
operations In other words, all the central banks (i) which do not belong 
to categor) (a) and (ti) which are not deficit institutions such as cannot 
be rehabilitated, will be considered as falling in categor)' ( b ), 1 e , 
banks which will function alongside the corporation m the same 
district but with their operations restricted to primary agricultural 
credit societies in a part of the district 

Transfer of Assets and Liabilities 

24 The "Working Group has suggested that appropriate legal pro- 
vision should be made for facilitating transfer of assets and liabilities 
among the corporation and the central banks and primaries The 
corporation should be able to take oier the business as it is when it 
w ants to enter an area and transfer it also as it is w hen it vaults to get 
out of it. If, how e\ er, the transfers cannot be made under legal pro- 
vision, the transfers can as well be effected by mutual agreement by 
the procedure indicated below 

(0 When a corporation enters the area of operation, it may function 
through certain pnmar) credit societies which wall be allowed to 
dcielop undisturbed within their respective jurisdictions These 
soacucs would be affiliated to the central bank and may be holding 
shares in it and ma) also haie borrowed short-term or medium-term 
loans The latter asset can be transferred to the corporation by the 
central bank endorsing the promissory notes in favour of the cor- 
poration on payment of consideration In doing so the liabilities 
which the central bank ma) be carrying m its books m the form of 
share capital, resen c fund and other deposits may be set off against 
the loans due The liabilities so adjusted will be treated b) the 
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corporation as its own liabilities by carrying the share capital and 
the reserve fund to the non-refundable deposits accounts and the 
other deposits to the current deposits of the societies 
(tt) Where the corporation by-passes primary credit societies, there 
will be two independent transfers Since the corporation will be 
financing individuals direct, it will have to take over their assets 
and liabilities from the societies The procedure suggested above will 
have to be gone through between the corporation and the primary 
credit societies by the latter endorsmg the promissory notes of 
individual members m favour of the corporation 
(m) The procedure suggested under (1) and (it) above will be reversed 
when the corporation decides to withdraw and hand over the function 
to the central bank and societies 

In view of the cumbersome nature of the procedure involved in 
voluntary transfer and the uncertainties which govern such a process, 
we are of the view that suitable legal provision should be made to 
carry out these transfers We note that such provision has already 
been made m the State Agricultural Credit Corporations Act, 1968 
Wc suggest that, similarly, the Co-operative Societies Acts in the con- 
cerned states may be suitably amended for this purpose, as part of 
the legislative action which the state government has to take if an agri- 
cultural credit corporation is to be set up and enabled to function m 
any particular state 

Deposits 

25 The scheme initially recommended by the Informal Group did 
not provide for the acceptance of deposits from the public by the 
corporations, but in its supplementary report the Group suggested 
that it should be made legally permissible for the corporation to accept 
deposits from the public. The circumstances m winch this might be 
done were, however, to be left to be determined by the corporation 
with reference to the broad considerations which we mentioned earlier 
The State Agricultural Credit Corporations Act, 1968, as stated earlier, 
now provides for acceptance of deposits by the corporation with the 
prior approval of the Reserve Bank We are afraid that the acceptance 
of deposits by the corporation from the public might adversely affect 
the deposits of the central bank m areas where both the organizations 
are expected to function simultaneously. This is particularly likely be- 
cause the very fact of the establishment of the corporation might 
undermine public confidence m the concerned central banks and 
lead to a diversion of public deposits from the co-operative banks 
to the corporations We, therefore, suggest that as a matter of policy 
the Reserve Bank may not, ordinarily, permit a corporation to accept 
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deposits from the public m those districts where both the corporation 
and the central banks are operating side b\ side 


Loan Policies and Procedures 

26 As lie ha\e indicated earlier, the financing activities of die 
corporations roll be mainlv concerned with the provision of short- 
term and medium-term credit for agricultural and allied purposes to 
cultn ators, groups of cultivators and co-operam e societies of different 
categories set out m the Act So far as the credit to the cultivator is 
concerned, it ma) be either provided direct or routed through groups 
of such cultivators or agricultural credit societies where thev are 
functioning satisfactorily We would suggest that, in undertaking these 
operations, certain important considerations of polio, may be kept 
in view Firsdy, the loan policies and procedures adopted by the 
corporation should generally correspond to diose which we have re- 
commended in this Report as appropriate for the co-operati\ e credit 
structure, eg, m the matter of the crop loan svstem in its various as- 
pects, rationalization of policies regarding medium-term loans, ex- 
peditious and streamlined procedures, safeguards to be obsened in 
financing non-credit co-operam es and so on Secondlv, emphasis 
should be placed, progress^ ely , on dealing with the culm ator as a 
member of a group and e\entuall\ as a member of a co-operam c 
society The borrowers, in other words, should be gradually persuaded 
to form themsehes into borrowers’ groups and, m due course, into 
co-operam es, if the transitional character of the corporations is to be 
ensured This is particularly important as, both from the point of 
view of security and supervision, the corporation wall be handicapped 
by the fact that its own organization in the field is limited and not in 
sufficient proximity to the cultivator Thirdly, with a view to ensuring 
that the loan policies are sufficiently response e to local requirements 
and conditions, the corporation may constitute, for guiding the work- 
ing of its offices, local advisors committees which may include progress- 
i\ e agriculturists of the area as also suitable officials of the Agricul- 
ture, Co-operation and other Departments Fourthly', in determining 
die scales of finance, etc , the corporation should, similarly , not 
Jt\ down uniform norms for the whole state but determine them 
for each individual area m consultation with local representam es 
in regard to costs of cultnation Fifthh, we suggest that the 
corporation may not undertake too wide a co\ erage of cultivators 
initiall\ and that the scale of its operations be expanded gradualh 
and in step with its ability to build up the necessary field orgamzauon 
^ c fear that otherwise the corporation may not be able to cope 
satisfactonh with the large number of applicants who ma\ seek its 
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assistance and that the quality of the financing operations may suffer 

in this process , , , . . 

27 The corporation will have to build up a suitable organization 

for supervising the utilization of its loans and organizing recovery 
operations The latter is particularly important because the corpora- 
tion will be functioning in parts of the country m winch overdues 
have landed co-operative credit m its present difficulties. Being a 
government agency, the corporation should endeavour to enlist the 
help of officials of the state government m the field from different 
departments m this task Even so, it is necessary that the corporation 
should build up its own field staff for this purpose. In view of the 
difficulty which, we anticipate, will be faced by the corporation in 
respect of recoveries, we strongly emphasize the need for its promoting 
a proper sense of discipline among its borrowers It follows that de- 
faulters should not be financed under any circumstances and that 
extension or conversion facilities should be provided only in the event 
of crop failure which is authoritatively ascertained to be so severe as 
to qualify for such operations according to accepted standards The 
corporation should also be strict and expeditious m initiating coercive 
processes where default is wilful We recommend that the state govern- 
ment should enact legislation to enable the corporations to enjoy the 
rights and privileges which the co-operatives enjoy at present under 
the Co-operative Societies Act or otherwise, in connexion with the 
recovery of amounts owed to them In fact, the necessary legislation 
should be enacted even before the establishment of the corporation in 
a state but, if that is not possible, it should be done as soon thereaflei 
as is practicable, so that the institution is not handicapped in this 
respect The features of co-operative legislation and practice which are 
relevant, in our view, for enabling the corporation to realize its 
dues, are those which concern, (t) the statutory provision required for 
the creation of a charge m favour of the corporation m respect of the 
land or interest in the land held by its borrowers and arrangements 
for the enforcement of this charge, (u) settlement of disputes between 
the corporation and its borrowers by compulsory reference to arbitra- 
tion, (m) m along and execution of awards against defaulters and the 
recovery of dues under the procedure available for the collection of 
land revenue, (id) conditional attachment of property before court 
order, (o) conferment of the powers of the civil court for the settlement 
of these disputes on the Registrar of Co-operative Societies, and (vi) 
entitlement, in pnonty to other creditors, to enforce any debt to the 
corporation due from a borrower, subject to the prior claim of 
government m respect of land revenue 

28 Equally important from the point of view of recovery is the 
effective linking of credit with marketing We expect that the statutory 
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provision in the Act which enables it to undertake marketing, etc., 
on an agency basis will help the corporation in ensuring such linking 
and that the corporation will establish suitable co-ordination, from 
this pomt of view, with the co-operative marketing societies, the Food 
Corporation of India and institutions, including co-operatives, engaged 
in agricultural processmg, so that loans are recovered at the point of 
sale We also hope that, in the case of borrowers’ groups, it mil be 
regarded as the responsibility of all members to be vigilant about 
prompt repayment by each individual member Bv and large, we 
expect the corporations to function in their operational aspects on the 
same lines as those co-operati\e institutions which are both efficient 
and responsive in their day-to-day working 


Management and Field Organization 

2g The building up of an efficient administrative machinery will be 
an important task which the corporations wall have to undertake im- 
mediately on their establishment. We deal with this matter in detail 
in Chapter 32 but shall only refer here to some of its aspects A major 
problem is to determine the pattern of field organization required 
Dispensation of agricultural credit requires that the lending agency 
should be as close to the borrower as possible, especially if, like the 
corporation, it is expected to meet the requirements of all classes of 
cultivators On die other hand, it will not be easy for die corporation 
to build up an elaborate network of branch offices not only because 
it may pro\ e uneconomical at die levels of business expected but also 
because it will be difficult to find competent staff on the requisite 
scale The corporations should, dierefore, gradually build up the 
field staff and open branches at convement centres in areas of probable 
business 

30 The dearth of suitable personnel to man die various jobs is 
likely to prove a major handicap The Informal Group had suggested 
that corporations might meet their personnel needs through a phased 
programme of recruitment and training and that m planning diesc 
efforts, a long-term \iew would have to be taken on the assumption 
that all such staff would eventually be taken over by die co-operative 
organization when its responsibility w'as extended to cover the whole 
state The Group had also suggested that, for meeting their immediate 
requirements, die corporations might obtain on loan the services of 
experienced officers of die Reserve Bank, the State Bank of India and 
of such apex co-opcratnc banks as w'ere working well The 'Working 
Group, to which we have referred earlier, suggested that die corpora- 
tions might take on deputation such staff of die central banks m the 
area vs here it was introduced, as had become redundant so that they 
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might revert to the central banks when the lorpor.umns wilhdicw 
from the field Considering the fact that the weakness of co-opn.Unc 
agency m most of these areas arc traceable, m part, to adimmstratiu 
deficiencies resulting from the general dearth of competent, experienced 
and trained co-operative personnel, we feel that, biforc anv stab is 
taken over from the existing co-operative institutions, iticir smtabilm 
for the job should be carefully assessed The corporations may odui- 
vvisc be saddled, even in their initial stages, with st tfi who arc unequal 
to their responsibilities. We, therefore, suggest that so far as the semen 
exccutiv cs arc concerned, the corporations mav, by preferent c, g< t 
officers on deputation from the Reserve Bank, the State Bank of India 
and from the co-operative institutions jn other states w here to-operativ rs 
have developed satisfactorily They may also arrange for some of tin 
bigger slate and central co-opcrativ e banks m the other states to impart 
practical training to selected members of their staff 


Co-ordination 

31 As (he corporation is expected, 111 most states, to function simul- 
taneously with the state co-operative bank, rinse co-operation and 
co-ordination between them will be necessary It has been suggested 
by the Working Group that this can be secured bv the state gov eminent 
nominating the non-official chairman of the state co-operative bank 
as one of their directors on the board of die corporation I11 fact, die 
Act provides that one of the directors nominated by the state govern- 
ment should be a person with special knowledge of co-opcrnlion 
Other means of such co-ordination suggested by the Group arc the 
association of representatives of the state co-operative bank with 
advisory committees constituted by flic corporation, and the asso- 
ciation of a representative of the corporation with the state co-operntiv t 
bank, say, through the nomination of die managing director of the 
corporation as one of the government nominees on the board of tilt 
state co-operative bank Similarly, mutual co-ordination between 
the corporation and the central banks in the districts where they art 
to co-exist, can be ensured by the appointment of the chairman ol 
the central co-operative bank as a member of the corporation’s local 
advisory committee and the nomination of the local executive of the 
corporation in the area on the board of directors of the central bank 
as a nominee m pursuance or Slate partnership m the latter We 
endorse these suggestions of the Working Group 

32 The Group has also recommended diat a state level advisoiv 
committee be constituted consisting of the Minister in charge of co- 
operation, the chairman of the state co-operative bank, the chairman and 
managing director of the corporation, the Secretary to Government, 
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Co-operation Department and the Registrar of Co-operati\e Socie- 
ties who maj function as member-secretary ^Vhile we ha\ c no 
objection to the constitution of a committee on these lines, it appears 
to us that tins may not be necessary, if, as suggested earlier, there is 
mutual representation on the boards of the corporation on the one 
hand, and the state co-operati\ e bank and central co-operative banks 
on the other 

33 The loaning policies and procedures followed by the corporation 
should be broadly similar to, and preferably not more favourable to 
the borrowers than, those adopted by the central co-operati\e banks 
Without any rigid pattern being adopted, this should, as far as possible, 
be ensured through mutual consultation between the corporation and 
the co-operati\ es m regard to scales of finance, rate of interest, period 
of repayment, ratio of share capital contribution or non-refundable 
deposits to borrowings, security requirements, etc Similar co-ordination, 
with a view to a\ oiding competition •with co-operative banks, should 
be ensured m the opening of branches and acceptance of deposits 
from the pubhc by the corporation As stated earlier, the corporation 
should enjoy the rights and privileges which the co-operati\ es enjoy 
under the Co-operatne Societies Act or otherwise, including the 
right to set off any deposits of the co-operatives with the corporation 
against the loans outstanding against diem and the right to inspect 
the books of any constituent borrower 

Withdrawal of the Corporations 

34 As we ha\e indicated earlier, the agricultural credit corporations 
are being conceived as transitional institutions to supply agricultural 
credit needs in areas w here co-operatives do not function at all or operate 
unsatisfactorily The intention is that, as soon as the co-operatives 
gain sufficient strength to take o\er the supply of credit adequately, 
the corporation will withdraw from the field in their favour However, 
serious apprehensions ha\c been expressed from time to time — among 
others, b) diose w ho have met our Committee or replied to our question- 
naire — that, despite this general approach, \ested interests would 
dc\ clop and make it difficult, if not impossible, to get the corporations 
to withdraw from the scene It is feared that the working of the cor- 
porations might so retard the de\ elopment of co-operatives m die 
areas concerned that the latter would not be in a position to take over 
from the corporauons ultimately Though exaggerated, these appre- 
hensions arc, in our opinion, not altogether baseless and ha\e, there- 
fore, to be constandy kept m new by all the concerned authorities if 
the corporations arc not to perpetuate themsches to the detriment of 
the long-term interests of co-opcrati\ e credit 
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oc Wc lia\ c suggested various measures which, we hope, will 
ensure that the operauons of a corporation do not damage the growth 
of co-operauve credit One of the important features of the arrange- 
ments proposed by us is that m no ease will a cultivator be presented 
with a choice between the alternatives of going to the co-operative 
or the corporation for Ins credit needs. Wc strongly recommend that 
there should be no overlapping territorial jurisdiction between the 
agricultural credit society and the corporation so that, to this extent, 
the possibility of competition to the disadvantage of the co-opcrativcs 
is eliminated Wc hav c also emphasized that the terms and conditions 
on which co-opcrauvc credit is provided should not be such as to place 
a borrower from the corporation at an advantage compared with the 
client of the co-opcrauvc. Wc have also suggested that the corporation 
should not be permitted to accept deposits from the public m areas 
where co-opcrauvc banks arc functioning All these steps, in our view, 
should help to ensure that co-operative credit is not placed m any 
position of disadvantage because of the appearance of the corporation 
on the scene 

36 Wc do not, however, consider that these measures by them- 
selves constitute a sufficient assurance that the corporaUon will ulti- 
mately yield place to rehabilitated co-operative credit institutions 
To ensure that such eventual and gradual transfer of the rcsponsibihl) 
for agricultural credit to co-opcrauvcs dots occur 111 step with the pro- 
gress m the reorganization of co-opcrauvc credit, more posiuv c efforts 
will be required In this connexion, it is relevant to note that the 
State Agricultural Credit Corporations Act, 19GB, requires the Reserve 
Bank to submit a report to the centra! government at the end of a 
period of three vears from the date of establishment of an agricultural 
credit corporation and thereafter at intervals of three > cars and within 
such time as the central government may specify, as to the working of 
the corporaUon and forward a copy of the same to the state govern- 
ment Wc hope that tins periodical review will help to bring into focus 
the progress made by co-operative credit and the extent to which, 
correspondingly, the corporation’s responsibilities may be graduall) 
restricted till, at a suitable stage, the corporaUon would totally with- 
draw from the scene Wc recommend that this process be watched 
and stimulated at different levels Bor example, at the base, the indi- 
viduals borrowing from the corporaUon should be persuaded increas- 
ingly to organize themselves first into borrowers’ groups and later into 
co-opcraUvcs The rehabilitation of the agricultural credit societies 
should be expedited so that the situation m respect of co-operative 
agricultural credit in parUcular districts is improved and the central 
co-opcrauvc banks arc brought back into active functioning. We 
recommend that, in consultation with the Reserve Bank, a specific 



662 


XGRICULTUR \L CREDIT CORPORATION’S 


programme should be drawn up for the reorganization and strengthen- 
ing of co-operatixe credit m the parts of each state xxhich are ser\ed 
b> the corporation and that the Registrar of Co-operati\e Societies 
should be charged with the responsibility for pursuing its implementa- 
tion and required to report to the gox emment periodically about the 
progress made m this respect, so that wherever sufficient attention 
has not been paid to this task, efforts might be activized and accelerated 


Role of the Reserve Bank 

37 We consider that the Resene Bank is placed in a particularh 
fa\ ourable position to watch and ensure the progress of efforts in this 
direction and to bring about the gradual substitution of the co-operative 
agency for the corporation oxer the entire area in each state Being 
the statutory audiontv for regulating the working of co-operative 
banks and the agency’ which pr oxides them with refinancing facilities, 
the Resen e Bank is familiar with the state of w orhmg of co-operatix c 
credit institutions in different parts of the state and is also closely as- 
sociated with the programmes for their reorganization The Bank is 
also m a somew hat similar position ms-a-ms the proposed corporations 
Though we find that there is no specific provision in the State Agri- 
cultural Credit Corporations Act, 1968, to enable the Resene Bank 
to ha\ e an cffectix e x oice in such matters as the appointment of the 
managing director of the corporation or the opening of its offices and 
for the Bank’s being represented on its executixe committee, x\e re- 
commend that, in actual practice, the Resen e Bank be consulted on 
all important questions of policy, procedure and organization and 
other important matters connected xsith the corporation’s is orhmg 
This xxall help to ensure not only that the corporations xnll haxe die 
adxantage of the Bank’s experience and expertise in tins field but 
also that die interests of co-operatixes are fhll) protected That the 
Bank xxould pla) a role of this tvpe, as x\'e haxe stated earlier m this 
chapter, x\-as an important assumption under hong the Informal 
Group’s recommendation in fax our of the establishment of agricultural 
credit corporations 
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RESOURCES FOR RURAL CREDIT 

The mobilization of resources and the financing of production and 
allied economic activities arc equally important aspects of the role or 
any institutional system of banking So far as operations in the rural 
sector arc concerned, the performance of one wing of the Indian bank- 
ing system comprising the co-operative banks has been almost the 
opposite of that of the other w mg, namely , the commercial banks. As 
\\c base sliou n earlier, the amounts ads anccd by co-operatives m the 
rural areas arc much larger than the resources which they have been 
able to tap by way of deposits and share capital, etc , while the com- 
mercial banks has c generally drass n more resources out of semi-urban 
and rural centres by way of deposits than they have lent through such 
offices It is necessary not only to bring about a better balance m each 
ease but also to get both these groups of ban! s to play a much greater 
part than in the past 111 mobilizing resources m the rural areas '1 lus 
responsibility arises not only in the context of expanding rural credit 
but also from broader considerations A dc\ eloping economy requires, 
as a condition of growth, that sa\ mgs of the community be increasingly 
promoted, institutionalized and channelled for purposes of develop- 
ment That, hones cr, lias not happened on the scale required Invest- 
ment as a proportion of national income has gone up from 5 6 per cent 
in 1950-51 to slightly above 13 per cent m 1965-6, but the ratio of 
savings to income rose during the same period from 5*7 per cent to 
only 10 4 per cent The latter proportion has declined to less than 8 
per cent in 1967-8 It is envisaged under the Fourth Plan that this 
will be raised to 12-6 per cent by 1973-4. The lag in the savings effort 
in the rural areas was more pronounced than elsewhere The ratio 
of savings to income in the rural sector almost remained unchanged 
around 2 3 per cent from 1950-51 to 1962-3 though there was a 
substantial increase m rural incomes over the years, while the corres- 
ponding ratio for urban households rose from 7 3 per cent to 17*0 per 
cent during this period 1 The contribution of the rural sector to the 
savings of the community is modest in absolute amounts as also in 
comparison with the total Of the increase of Rs 573 crorcs m the total 
savings of the household sector, i.c , from RS411 crorcs in 1950-51 
to Rs 984 crorcs in 1962-3, only Rs 71 crorcs came from rural house- 
holds The proportion of the rural savings to total savings in the 


1 These estimates exclude non-monctizcd transactions 
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cconoms , therefore, went down by nearly one half, from 29 3 per cent 
to 15 2 per cent during this period 

2 All this suggests that, while on the one hand production and 
incomes ha\e gone up in the rural areas as also, though not perhaps 
equally, the volume of institutional credit, there has been no propor- 
tionate increase in the volume of rural savings Nor has there been 
a rise m the volume of rural savings tapped by institutional agencies m 
the form of deposits or in other forms such as share capital It is m the 
task of getting an increasing proportion of the rising rural incomes to 
be sa\ed and of directing the flow of such savings into institutional 
channels by promoting the banking habit that the banking system has 
an important function to fulfil How crucial this task is to our eco- 
nomy is evident from the fact that agriculture supports a large propor- 
tion of the country’s population and accounts for about one half of 
the national income Besides, the productive efficiency'- and profitability 
of operations of units in this sector are likely to grow in the coming years 
with the increasing adoption of new technology On the one hand, 
the scope for saving should be substantially enlarged as production and 
incomes rise On the other, the need for resources will also increase with 
the growing demand for credit from the rural sector for financing 
various economic activities like those of production and investment, 
•which again are not confined to agriculture alone but extend to the 
connected fields of animal husbandry and rural industries as well 
Closely related to this is also credit for the entire infra-structure of 
semccs and supplies which is called for in this sector, such as the distri- 
bution of inputs, the storage, transportation, processing and marketing 
of agricultural produce, servicing of agricultural machinery and rural 
retail trade If the organized banking structure is to meet the emerging 
credit needs in these various directions svithout recourse to refinance 
from the Reserve Bank on any large scale, it is clear that these insti- 
tutions should also strive their utmost to tap more resources from that 
sector than hitherto, m the form of deposits, share capital, rural deben- 
tures and so on 


Role of Co-operatives 

3 As in dispensing institutional rural credit, so in mobilizing rural 
deposits, the co-operati\e agency has been the pioneer Despite this 
ads antage and the emphasis on thrift in the basic philosophy of co- 
opcratisc organization, the record of the co-operative credit institutions 
in tins respect has not been one of outstanding success, as sve pointed 
out in Chapters 6 and 7 The follosvmg table gives the data on the 
owned funds, deposits and borrosvings m the institutions at the three 
tiers of the co-opcratisc credit structure as at the end of 1 951-2, 
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1 96 1-2 and 1967-8, together with the relevant proportion of each of 
these as a component of the total working funds 


Table 1 

Pattern or Resources or Co-operative Credit iNsrmmoNS 

Rs Crorcs 



1951 

-2 

1961 

-2 

1967-8 


Amount 

Percentage 

to 

IVorktng 

Capital 

Amount 

Percentage 

to 

Working 

Capital 

Amount 

Percentage 

to 

Worhng 

Capital 


(l) 

12) 

(3) 

(4) 

(5) 

(6) 

Stott Co-operative Bonks 

Owned funds 

4 26 

11 6 

28 85 

11 3 

65 34 

14 7 

Deposits 

21 18 

57 7 

81 44 

31 8 

180 36 

40 7 

Borrowings 

11 27 

30 7 

145 79 

56 9 

198 02 

44 6 

TOTAL 

36 71 

too 0 

256 08 

100 0 

443 75 

100 0 

Cen'ral Co-operative Banks 

Owned funds 

9 81 

16 3 

61 80 

17 5 

135 76 

19 3 

Deposits 

38 23 

63 6 

124 46 

35 3 

290 85 

41 4 

Borrowings 

12 07 

20 1 

166 39 

47 2 

275 99 

39 3 

TOTAL 

60 11 

100 0 

352 65 

100 0 

702 22 

100 0 

Pnmaiy Agricultural Credit Societies 
Owned funds 17 67 

39 1 

88 62 

27 2 

165 49 l 

26 5 

Deposits 

4 40 

9 7 

17 64 

5 4 

39 08i 

6 3 

Borrowings 

23 15 

51 2 

219 07 

67 4 

420 62 1 

67 2 

TOTAL 

45 22 

100 0 

325 33 

100 0 

625 20 1 

100 0 


1 Relate* to 1966-7 

It is true that m absolute terms owned funds and deposits have increased 
at all levels Even the proportion which they together constitute of 
working capital increased between ig6x-2 and 1967-8 (except for 
primary societies where it remained stationary) but is much less than 
the proportion at the end of 195 1-2 In assessing this data it is necessary 
to bear in mind some other relevant facts Firstly, the decline m the 
proportionate importance of borrowings in the last few years reflects 
in some cases the inability of the banks to borrow — the result of 
mounting overdues — rather than any large growth of deposits m 
relation to total requirements of working funds In some areas, there 
has been near-stagnation of activity m terms of lending — and borrow- 
ing — and, therefore, the proportion of own resources to total working 
capital appears slightly exaggerated Secondly, what has been presented 
is an all-India picture and, therefore, conceals mter-state disparities 
which are fairly significant States such as Gujarat and Maharashtra 
with substantial deposits of their own somewhat distort the picture 
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whereas other states such as Andhra Pradesh, Bihar, Jammu and 
Kashmir, Madhya Pradesh, Orissa and Rajasthan lia\e not shown 
an) impressn e dechne m the proportion of dependence on borrowings 
Tlurdh, the present performance has to be viewed in the light of the 
objectne of policv which underlav the special assistance which has 
been available to these institutions for o\ er a decade front got eminent 
and the Resen e Bank, namelv, that the assistance w ould enable them 
gradualh to become self-reliant On the is hole, the increase m the 
resources mobilized by the co-operati\e credit institutions at the 
different lev els has not been commensurate either with the expansion 
in their rural credit operations or with the nse in the rural incomes 
As a result, most of them ha\e been compelled to continue to depend, 
to a large extent, on the borrowings from higher financing agencies, 
including m particular the Resen e Bank, for carrying on their lending 
operations If deposit mobilization continues to be as poor, the un- 
balance which the figures reflect wall be gready accentuated, for the 
demand for agricultural credit is bound to rise steeph wath the increas- 
ing adoption of imprmed agricultural practices It is against this 
background of past inadequacy in the matter of mobilizing rural 
resources and the needs as is ell as possibilities of the future that w e shall 
renew \ anous measures w hich can help improv e the present position 
4. Owaicd funds are important to co-operati\ es because not onls 
is a part of these as ailable for lending but them ability to borrow also 
rests on this capital base The maximum borrowing power (covering 
both deposits and other borrowings) of a co-operative credit socictv 
or a bank is usually fixed under its by-las vs as a multiple of its ossued 
funds Further, sshere a credit line is gisen by the Reserve Bank or 
other higher financing agencies, the ceding for the credit is often fixed 
as a specified multiple of the owned funds of the particular institution, 
e g , a co-operatis e central bank Again, from the pomt of view of 
providing lendable resources, the osvned funds arc of special signi- 
ficance as they help the banks on the one hand to make medium-term 
loans for investment m agriculture and on the other to absorb the 
seasonal oserdues and thereby ensure a free and continuous flow of 
credit from die higher financing agencies Apart from the budding up 
of reserves through appropriations from profits, the two principal means 
of increasing owned funds of co-operatn es arc (i) by appropriate 
linking of shareholding to borrowings at different levels and (n) b\ 
State contribution to share capital 


Members ’ Share Capital 

5 -Vs share capital accounts for an important part of the owned funds 
winch provide the base for borrowing, an accepted principle of 



ROLT or CO-OPmATI\lS 667 

co-operative credit has been that each member individual oi society) 
boi rowing from a co-operative credit institution should contribute to 
its share capital to the extent of a specified proportion of the amount 
borrowed This Mould also represent the member’s stake m the insti- 
tution from which lie borrows Besides, it has been found that, for the 
institutions at the primary level, which are unable to provide various 
banking services and facilities, it is likely to be easier to mobili 7 C local 
resources by wav of share capital contribution than m the form of 
deposits On sound co-opcrativ c principles, such contribution should 
come front a member's savings but in man) cases it has become a 
practice to raise the required share amount b) deduction from the loan 
sanctioned to the borrower To the extent that this results m some 
saving, though a compulsory one, it is not w ithoul its usefulness Where, 
however, the loan, and the assumed saving, me stretched beyond the 
borrower’s capacity, oulv defaults can result This lias clearly to be 
guarded against Since many societies arc unable to pay dividends on 
the shares, another aspect of the deduction of a substantial amount 
from the loan is that this might make co-operative credit unattractive 
and almost indistinguishable at first sight from the practice or the 
moneylender who deducts interest in advance 1 he only way to halt 
tins trend is to promote a healthier alternative In eventual replace- 
ment of the practice of deducting share capital contribution from the 
loan which the farmer is given, we suggest that efforts should be made 
to persuade members to take additional shares at the time of repayment 
soon after the harvest 

6 The need to build up share capital at different levels of the co- 
operative credit structure by linking shareholding with borrowings has 
received increasing emphasis in recent years Tiic Committee on Co- 
operative Credit (i960) suggested that a member of a primary agri- 
cultural credit socict) should not be allowed to borrow more than 
8 to 10 times the amount of Ins shareholding m the society In the ease 
of a cultivator borrowing an amount less than Rs 200, however, the 
Committee suggested that though he might lie required to take up two 
shares of Rs 10 each, he should be allowed to pay only Rs 5 per share 
in the first instance and the balance in the next two years in annual 
instalments of Rs 2 50 each In the ease of central co-operative banks, 
it was suggested that a member-society should not be allowed to borrow 
more than 20 times the amount of its shareholding m the bank Subse- 
quently, however, in view of the increasing diversification and the 
growing dimensions of the financing activities of the co-operative 
crccht structure, it was felt that the accumulation of share capital at 

ifferent levels had to be further accelerated. It was, therefore laid 
? n °'™ in ? C t A ,f 10 " ^ ro E rammc outlined by the Government of India 
m 1964. that the linkage between a member’s shareholding and Ins 



668 RESOURCES FOR RURAL CREDIT 

borrowings should be i 5 or 20 per cent of the latter at the primary 
le\ el and 1 10 or 10 per cent at the central bank level Subsequently, 

m April 1966, the Resene Bank suggested that between the state co- 
operate e bank and the central banks the share-linking might be m the 
proportion of 1 20 or 5 per cent of borrowings It -was thus envisaged 

not only that the build-up of the share capital at each level would take 
place at a faster pace, but that at least 50 per cent of the share capital 
collected at the central bank or primary level would be retamed at that 
le\ el thereby ensuring that a minimum of owm resources was available 
for absorbing overdues, even after the required share amount was 
in\ ested m the higher financing agency The Action Programme also 
contemplated that the cultivator might be given an option to contri- 
bute to the share capital at the suggested rate o\ er a period of 3 years, 
1 e , 10 per cent of his borrownngs m the first year and additional 5 per 
cent each year m the subsequent two years It was also laid down that 
e\ en after tliree years, collections should be made at the rate of 5 per 
cent of the borrowings, if necessary', with some element of compulsion 
but these were to be credited to a special deposit account known as 
‘ Thrift Deposit ’ of the borroirer and not to his share capital account 
These thrift deposits were to be equally' divided into two categories, 
viz , (1) fixed deposit for production and (n) provident deposit for 
emergencies The former was to be used as resources for financing 
medium-term loans for the replemshment of production assets while 
the latter w r as to be earmarked for making medium-term loans to 
members for emergency expenditure of a non-productive kind such 
as that on serious illness, marriage and so on 

7 The principles enunciated in the Action Programme have now 
come to be generally accepted by' the states but implementation has 
not been uniformly effective, especially at the primary' level The 
Reserve Bank has helped to expedite the implementation of tins 
principle by insisting in recent years that the by-laws of co-operative 
credit institutions should be amended to give effect to these norms 
before state go\ ernments sought loans from it for contributing to then 
share capital In the case of medium-term loans for agricultural pur- 
poses, the Rcsene Bank has suggested the reduction of the ratio of 
shareholding to borrowings at the members’ level from 1 5 to 1 10 

on the ground that, as medium-term loans were generally much larger 
than short-term agricultural loans, to apply the same ratio to both 
would cause hardship to cultnators So far as contribution towards 
thrift deposits of members is concerned, the deductions in many states 
will commence only from 1969-70 It is, therefore, too early to say 
whether the suggestion made m the Action Programme wall be imple- 
mented As regards the special facilities to small farmers recommended 
b\ the Committee on Co-opcratne Credit to acquire the necessary 
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shareholding, the suggestion seems to have remained largely unimplc- 
mented While we agree that, as a general rule, the shareholding at the 
member’s level should be at 20 per cent of his borrowings, we recom- 
mend that the larger cultivator should be made to contribute more 
towards his share capital, while the smaller cnltivntoi should invariably 
bc extended the facility of paying his share amount m convenient 
instalments, as otherwise co-operative credit will be beyond Ins reach. 
If, for instance, a loan of lls 200 is to be given to a small cultivator, 
the share capital contribution may be collected at Rs 10 or 5 per cent 
of the loan in four annual instalments or according to such other 
variant of this arrangement as may be necessary We do not propose 
to make any recommendations on the specific proportion of sharehold- 
ing to be insisted upon for large farmers, the definition of large and 
small farmers in this context and the facility to be given to small 
farmers, as we arc of the view that these details should be determined 
m each state with reference to current practice and local conditions 

Government Share Capital 

8 It may he recalled that one of the mam planks of the integrated 
scheme of rural credit proposed by the Rural Credit Survey Committee 
was State partnership m co-operative credit institutions, for which 
purpose, among others, it recommended the constitution of the National 
Agricultural Credit (Long-term Operations) Fund with the Reserve 
Bank One of the objects for which the Fund could be used was to make' 
long-term loans to state governments for the purpose of their subscrib- 
ing, directly or indirectly, to the share capital of co-opcra Lvc credit 
institutions We have in the earlier chapters referred to the sizeable 
increase m the government share capital in co-operative credit insti- 
tutions which has occurred with the assistance received by the state 
governments from this Fund The extent of Government participation 
in the share capital of different types of co-operative credit institutions 
as at the end of June ig68 was as follows 

Table 2 

Extent op Government CosrwmrnoN in tup SiiAnr Capita! or Co operative Cm mr 
iNTTmmoNs as on 30 June 1900 


Rs Crorcs 

'Type of Co-operative 

Institution 

Paid up 
Share 
Capital 

Of which, 
Government 
Contribution 

Percentage of 
Col U) to 

Cel (?) 

(i) 

(2) 

(3) 

(*) 

State co-operative banks 

Central co-operative banks 

Primary agricultural credit societies 
Central land development banks 

35 21 

100 03 

U3 73 

24- 48 

!2 10 

20 00 

12 14 

6 67 

34 3 

26 4 

0 4 

27 3 
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9 State contribution to the share capital of co-operati\e credit 
institutions is being made almost endrelv from the loans provided by 
the Reserve Bank We note that the approach of the Bank in this 
regard has been on the whole flexible and liberal The loans are for a 
fairl) long period, viz , 121 ears, and the repayment, in 10 equal annual 
instalments, is to commence onlv on the expir> of the third 7 ear Besides, 
the average rate of interest on these loans w T orhs out to only about 1 7 
per cent as no interest is charged in the first two 7 ears and the interest 
rate is gradually raised from 2 to 3 per cent m the next 10 vears 

10 A question which assumes importance in regard to State 
participation is when and how the State-partnered institutions should 
retire the gov emment share capital It may be recalled that according 
to the Rural Credit Surv ev Committee, the rev erse process by which 
the State eventuallv withdraws from partnership cannot be expected 
cither to start or to proceed as a matter of mechanical and scheduled 
uniformity The need for such flexibility lias'been subsequently stressed 
bv the Standing Advisor) Committee on Rural and Co-operative 
Credit and has come to be generally accepted by the state gov emments 
This approach has no doubt generally helped the co-operative insti- 
tutions to expand their operations — both credit and non-credit — 
without being inhibited by any compulsion* to retire the government 
share capital after a certain fixed period While we agree that insis- 
tence on the retirement of State contribution according to any rigid 
time schedule wall grcatlv handicap co-operative credit institutions 
in shouldering their growing responsibilities, we are apprehensive of 
no thought at all being giv en to the possibility of such retirement The 
increase in agricultural production and the resulting rise in rural 
incomes and surpluses provide, in our view, a context in which it has to 
be examined whether the contribution of share capital from members 
cannot sufficiently be stepped up so that a beginning might be made 
with the retirement of government share capital in a phased manner 
To start with, sucli of those institutions as have owmed funds well 
bc>ond the base ncccssar) for fulfilling an optimum level of loan 
business ma) be required to retire government share capital over a 
period of vears, subject to a review from year to vear with reference to 
the share capital needs of the institution Steps in this direction which 
will be in tunc with the basic principles underlying State partnership 
will help the co-opcrativ e institutions to grow increasingly self-rehant 
and also enable the state governments to use the resources thus released 
for other important purposes 

Deposit Mobilization 

11 As we have said at the beginning of tlus chapter, both the current 
trend of rising rural incomes and the special position of the co-operative 
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as an agency attuned to the requirements of the niral areas cast on the 
co-operative credit institutions a special responsibility to ensure that 
the resources for financing agriculture increasingly come from the 
surpluses created in that sector. Though the co-operatives base been 
m the field longer than any other agency, their success m attracting 
rural savings has, at best, been modest In recent years, the stress in 
their operations has been on lending rather than on thrift winch is, 
ostensibly, a major objective of co-opcrati\ c organization but lias non 
disappeared even from the nomenclature of the societies The bulk 
of the resources required by them for lending came fiom borrowings, 
especially since the fifties when there was a reorientation m the policies 
of the Reserve Bank Consequently, except m a few states, the efforts 
made by co-operative banks to mobilize deposits have hardly shown 
evidence of initiative, drive and innovation Again, the slow progress 
m branch extension by co-opcratnc central banks has meant that even 
the basic organizational unit for tapping rural savings docs not exist 
at many centres Nor arc their hanking scrv ices significant enough 111 
terms of quality and variety to attract deposits from individuals and 
institutions other than co-opcrativcs Table 3 brings out the fact that, 
in many states, such deposits formed a small proportion or the total 
deposits of co-opcrati\ c banks Added to this, the policies of some of 
the state governments themselves raised doubts as to whether they had 
sufficient confidence m the co-operative banks For instance, dcspiti 
the suggestion of the Government of India that state co-opcrativ c banks 
as well as central co-operative banks which have been classified as ‘A’ 
or ‘ B’ m audit for three years running should be placed on par with 
the State Bank of India for purposes of receiving the surplus funds of 
local bodies, quasi-government institutions, etc , many state gov ern- 
ments, as we have indicated in Chapter 7, have not extended such 
recognition to eligible co-operative banks 

12 Whatever might have been the past performance, the task of 
increasing the deposit resources of co-opcrativcs has now assumed a 
special urgency and importance in the context of the need for extending 
support to the intensive agricultural programmes m the coming years 
We have already referred to the broader perspective of the need to 
finance development and promote savings in the economy, which is 
relevant to the role which co-opcrativcs, like other banking institutions, 
have to play Further, from a somewhat limited point of view, deposits 
will help the banks immediately by enabling them to cushion then 
overdues and thereby maintain an uninterrupted flow of credit from 
the higher financing agencies The expanding area and scale of co- 
operative activity and its growing diversification have also made it 
necessary that co-operative banks should build up larger resources by 
way of deposits We propose to deal in Chapter 25 witli the resource 
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mobilization of land development banks, confining ourselves m this 
chapter to the short-term credit structure 

13 Apart from the fact that an increasing deposit potential is 
being generated in the countryside, two major advantages arc available 
to the co-operative banks in mobilizing deposits One of these relates 
to the large number of retail outlets open to them not only through 
their branches but also the affiliated primary societies which bring 
with them valuable local contacts The other is that the co-operatives 
are actively engaged in extending credit, and not merely seeking 
deposits The co-operatives should be able to exploit these advantages 
and augment their deposits substantially They cannot, however, 
achieve these results unless they undertake a vigorous and imaginative 
effort Further, they have to reckon with the increasing competition 
which is likely to be faced from the commercial banks whose interest 
in rural banking and credit is growing Moreover, in several centres 
the problem is to take the banking habit to the rural people In some 
areas, the transition from barter to monetized economy is only recently 
completed but almost everywhere payments and receipts through banks 
are yet to replace those in cash in any significant measure The 
important task before the banks is, therefore, to ensure that an increas- 
ing proportion of the monetary transactions are effected through the 
banking system While some progress has been made m bigger towns, 
this process has yet to commence m semi-urban and rural centres 
The potential depositor in the rural area has to be convinced that, as 
compared to the other ways in which he may hold his money, keeping 
it with a bank is worth while This has to be established mainly with 
reference to the safety of the funds, their liquidity and the profitability 
of keeping them with the bank This in turn means that the depositor 
has to be sure that the banking institution which is approaching him 
for deposits is sound and strong, that he can readily draw Ins money 
whenever he needs it and that he will get a reasonable interest on his 
deposit It will thus be seen that the ability of the banks to draw to 
itself any large proportion of the increasing agricultural or other 
incomes which are being generated will depend very much on the 
image which the banks can project of themselves as financially solvent 
and operationally efficient institutions, the services and the facilities 
which they can offer to the depositor and finally the rate of interest 
which they will be prepared to pay on deposits 

14 While we shall return later to the question of interest rates, 
we would emphasize here that an important implication of the chal- 
lenge which awaits banks generally and co-operative banks in particular 
is that they can win the confidence and patronage of the prospective 
depositor, urban or rural, only if they can provide him with banking 
services attuned to lus needs, preferences and convenience It is necessary 
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first of all that they should provide basic services such as collection 
of cheques, issue of drafts, transfer of funds, as also a variety of deposit 
facilities What is more important, m providing these services the banks 
have to display a degree of enterprise and a spirit of innovation For 
example, while providing the traditional deposit facilities like current, 
savings, fixed and recurring deposit schemes, the co-operative banks 
should examine what other types of arrangements will induce the 
rural saver to keep his savings in the bank rather than hold them in 
the traditional forms such as gold, silver or other physical assets The 
innovations may have to vary from area to area and can only come 
up from experience depending on the local circumstances and pre- 
ferences Savings promotion campaigns to coincide with the post- 
harv cst season under winch suitable gifts are offered to persons opening 
a deposit account nothin a fixed period and institution of attractive 
prizes for account numbers drawn in a lottery and recurring deposits 
of small amounts to be collected periodically, if not daily, are illustra- 
tive of the type of innovations which the banks can devise to attract 
depositors Another step that may be considered is the provision of 
special incentives to branch agents who do exceptionally well in the 
matter of deposit collection Again, to the extent that the rural folk 
are normally given to spending their savings on social and religious 
ceremonies like marriages, pilgrimages, etc , tire banks will also have 
to make intensive propaganda to inculcate the savings habit among 
them, besides offering such incentives as are likely to make them keep 
their savings in the banks 

15 It is sometimes argued that central co-operative banks, like 
commercial banks, should extend limited overdraft facilities to their 
depositing clientele to tide over any temporary difficulties which they 
may experience The basis for suggesting this departure from the normal 
policy of central co-operative banks of not giving loans to individuals 
except against their fixed deposits is that depositors in co-operative 
banks also — both individuals and public institutions — expect occa- 
sional accommodation in return for placing their funds with these 
banks The Committee on Takavi Loans and Co-operative Credit 
(1962), in fact, recommended that co-operative banks should be 
permitted to extend overdraft facilities on a selective basis and with 
proper safeguards The suggested safeguards arc that (:) only long- 
standing depositors who have assured or regular incomes should be 
eligible for such accommodation, (11) the facility should be available 
only for short periods and for meeting emergent needs, and (m) there 
should be a specific ceiling both in regard to individual accommodation 
(which should bear a proportion to monthly income) and total limits 
so granted (which should not exceed a specified proportion of the 
total deposits of the insUtution concerned) Subsequently, m May 1963) 
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the Government of Incha commended this proposal to the co-operative 
banks as one of the measures to attract more deposits The central co- 
operative banks m Tamil Nadu arc already extending to their consti- 
tuents overdraft accommodation as well as limits for purchase ot 
cheques and bills subject to a ceiling on individual limits, which ranges 
from Rs 1,250 to Rs 5,000 depending on the level of deposits of each 
bank, and a ceiling on the total of such limits which is 5 per cent of 
the total deposits of the bank While we do not find any objection to an 
arrangement of this type, we feel that what is more important in the 
context of mobilizing deposits is the provision of attractive deposit 
facilities and other banking services to rural investors 


Branch Extension 

16 Apart from the operational refinements which we have mentioned 
earlier, the most important organizational step which the co-operative 
banks have to take to mobilize rural savings is to expand the network 
of their branches m rural centres It is obvious that the unit in the 
co-operative credit structure which has the best prospects of success 
m attracting rural deposits is, at present and in the immediate future, 
the branch of the central co-operative bank Both from the point of 
view of the quality of its management and its success in providing 
minimum banking service, the average primary agricultural credit 
society is yet far from the type of rural banking unit into which, as we 
stated in Chapter 7, we hope it will grow At the other extreme, the 
state co-operative bank is not generally expected to open branches 
except m the metropolitan city where it is located Almost the entire 
field of rural savings is, therefore, open to branches of the central co- 
operative banks In fact, one of the advantages enjoyed by the central 
co-operative banks m Western Maharashtra was that in a number of 
small centres, the co-operative banks were the first to arrive on the 
scene and offer banking facilities to the public Despite the progressive 
increase in commercial bank branches in small centres, the scope for 
opemng co-operative bank branches is yet vast The central co- 
operative bank has, m addition, the advantage that its rural branch 
not only serves the purpose of deposit mobilization from the public 
but also benefits the affiliated societies m drawmg loans, etc , not to 
speak of the close rural contacts which it commands through its 
affiliated societies and its intimate knowledge of local conditions 
17 The central co-operative banks have, no doubt, made signi- 
ficant progress in the matter of opemng branches in recent years 
as we have earlier indicated with reference to some statistical parti- 
ng 77 u m , I95I-2> the number of offi ces (including Head 

Offices) of these banks rose to 1,445 by 1960-61 and further, to 2,825 
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b> 1967-8 The offices of primary (urban) co-operative banks, numbering 
around 800, also provide similar services in cities and towns The state- 
wise distribution of offices of diese banks is gi\ en in the following table 

Tuble 4 


Distribution op Offices of Co-operative Bunxs as on 30 June 1968 


State 

Yo of Offices [tr eluding Head 
Offices) of 

n , , Primary 

antral (lwfcm) 

clcpnah-r 

Bcr ^ Banks 

Total 

(i) 

(2) 

(3) 

(41 

Andhra Pradesh 

117 

41 

158 

Assam 

26 

9 

28 

Bihar 

68 

1 

69 

Gujarat 

295 

122 

417 

Harvana 

41 

1 

42 

Jammu and Kashmir 

29 

— 

29 

Kerala 

62 

35 

97 

Madhya Pradesh 

533 

13 

546 

Maharashtra 

709 

276 

985 

Mysore 

264 

143 

407 

Onrsa 

55 

8 

63 

Punjab 

116 

4 

120 

Rajasthan 

112 

7 

119 

Tamil Nadu 

117 

99 

216 

Uttar Pradesh 

199 

— 

199 

\\ est Bengal 

64 

24 

88 

Delhi 

— 

13 

13 

Goa, Daman & Diu 

— 

3 

3 

Himachal Pradesh 

18 

— 

18 

Manipur 

— 

1 

1 

Pondichcrrs 

— 

2 

2 

TOT M 

2 825 

795 

3 620 


18 The contribution of co-operati\e banks in taking banking 
facilities to the smaller towns can be seen from the fact that, of the 
1,446 bank offices at places with a population of 5,000 to 10,000 at 
the end of 1967, as manv as 704 or nearly one half were those of co- 
operative banks What is more impressive, the co-operati\e banks 
accounted for 791 or about 70 per cent of the 1,135 bank offices in 
places with a population of less than 5,000 In as manv as 1,105 centres 
as at the end of 1 966, there w ere only offices of co-operati\ c banks 
but none of a commercial bank and most of these (1 c , 1,044 centres) 
had a population of less than 10,000 

19 Notwithstanding the progress made 111 recent years, we consi- 
der that there is much that central co-operative banks can do to in- 
crease the pace of branch expansion in the conung years As the total 
number of their branches is only about 2,300 as against about 5,800 
centres in the countrv in the population range of 5,000 to 20,000 alone, 
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the scope which still exists foi branch expansion is obvious At the same 
time, we realize that these banks cannot open branches mdispnmi- 
nately without regard to business potential or the cost factor We, 
therefore, suggest that there should be a planned expansion m future, 
for which it will be necessary for the banks to make a continuous study 
of the banking needs and the deposit potential of various centres 
at which they intend to open their branches We recommend that each 
central co-operative bank should review periodically the performance 
of branches already opened from the point of view of deposits, loan 
business and profitability and also formulate specific five-year pro- 
grammes for opening new branches The progress in implementing 
this programme should be carefully watched and kept under constant 
review with a view to acceleration where necessary Emphasis should 
be placed, in particular, on the prepai a tory work which should precede 
the opening of a branch, viz , publicity, preliminary contacts, enlisting 
the help of presidents and members of committees of village societies 
in the area, etc The banks need not necessarily confine their new 
offices to developing areas where some economic activity or develop- 
ment project is in full swing but should also study the prospects of 
opening offices in all areas where they can expect to get support from 
the non-official leadership for mobilizing deposits and, at the same time, 
extend then services to the primary societies in the area We have 
no doubt that a large network of branches will facilitate greater parti- 
cipation of the representatives of the societies in the affairs of the bank 
as the branch advisory committees will be largely made up of repre- 
sentatives of the societies m the area We do not like to suggest any 
specific taiget for branch expansion for central co-operative banks 
in the next five years but consider that, where potentialities 
exist, the aim should be to extend branch banking at least to the 
level of block headquarters We would also suggest, in tlus connexion, 
that the Reserve Bank of India might help formulate a master plan 
for branch extension by co-operative banks This, in our view, should 
help ensure co-ordination and special emphasis on unbanked centres 
and regions, especially as the Bank is already engaged in helping 
commercial banks to draw up their programmes for opening branches, 
on these considerations 


Personnel 

20 A major difficulty which the cential co-operative banks face in 
opening more branches is that of finding competent staff to manage 
them Provision of a variety of banking services will call for staff who 
are qualified, trained, and attuned to methods and procedures appro- 
priate for rural environment and possessing the necessary degree of 
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initiate e and dn\ e IVhile we shall discuss in some detail in Chapter 
32 the arrangements for manning the branches of central co-operative 
banks, we \sould stress here the desirability of branch managers forming 
a separate cadre with certain minimum qualifications and experience 
and of the state co-operative bank bemg entrusted with the responsi- 
bility of training them in modern methods of banking As the working 
conditions and emoluments of employees of co-operative banks are 
not go\ erned bv Bank Aw ards, they may find it less costh to operate 
a rural branch than a commercial bank Nevertheless, the staffing 
of branches with personnel having certain minimum qualifications, 
training and experience wall strain the finances of the central co- 
operatise bank as a whole, unless the branches succeed m tapping 
sufficient deposits This is one more reason why in planning branch 
expansion die emphasis should be on deposit mobilization In deter- 
mining die reasonable margin to be retained by a co-operative credit 
institution between its borrowang and lending rates, account should 
be taken of the cost on staff required for satisfactory management 
of die office work and supervision arrangements and, if dus results 
in some increase in the lending rate, that, in our view', need not cause 
concern It is likely diat, as loan turnm er increases, it wall be possible 
to employ more and better staff wathout necessarily increasing the 
rate to the eultn ator-borrow ers 

21 Apart from die general efficiency of banking services and the 
quality of staff and management, the factors which lia\ c a bearing 
on die success of co-opcrame banks m mobilizing deposits are the 
dme and enthusiasm shown by the staff as well as the non-official 
leadership to cam ass deposits and the publicity and salesmanship 
put into die task of popularizing the banking habit among the rural 
people -Although there have been some efforts in these directions in 
the last few vears, there is still a great deal to be done if the central 
banks arc to succeed in the compctiUve field of deposit mobilization 
There are many instances where e\en the appearance of the office 
of a co-operatn e bank is such that it hardly' inspires confidence of die 
potential depositor The location of the offices should, again, be such 
that the depositing public are not put to difficulty m reaching them 
It is no less important to imohe, m the dme for attracting deposits, 
the non-official leadership who are ordinarily interested much more in 
the lending side of the bank’s operations They' can help appreciably 
in enabling the bank branches to wan the confidence of rural depositors 
and generally getting the cultivators and odier sections of die rural 
population to be familiar wath the banking habit 

22 Both relevant and important from the point of view of mobi- 
lization of rural savings would be die progressive reorganization of 
the prim an credit structure and especially' an increase in the number of 
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viable units. As several such agricultural credit societies proceed to 
raise the level of their operations beyond the minimum standards ot 
viability, they will find it possible as well as necessary to provide a 
variety of banking services to the rural community and m the same 
process tap an increasingly large volume of deposits. We thus envisage 
that, eventually, apart from the branches of the central co-operative 
banks and the commercial banks, there will also be a certain number of 
primary agricultural credit societies functioning as banking institu- 
tions m the rural areas offering the normal banking services and also 
meeting rural credit needs of different types 


Steps by State Governments 

23 Wlnlc there are thus several steps which co-operatives should 
take to augment their deposit resources, there arc also some measures 
which the state governments can take to remove obstacles in the flow 
of deposits to these banks For example, many stale governments 
have not unreservedly permitted or actively persuaded local bodies 
and quasi-government institutions to keep their suiplus funds m 
co-operative banks As we have stated earlier, the suggestion made by 
the Government of India m 1966 that state co-operative banks and 
such of those central co-operative banks as have been awarded ‘A’ or 
‘B’ class in audit for 3 years continuously, should be placed on par 
with the State Bank of India for the purpose of receiving deposits of 
local bodies, statutory authorities, etc , is yet to be acted upon m many 
states We recommend that state governments implement tins sug- 
gestion expeditiously as we consider that such a step will create a better 
image of the banks m the eyes of the depositing pdbhc The other 
important step which the governments can take relates to the payment 
of subsidy m the case of new branches opened by co-operative banks. 
There was no doubt a provision under a scheme of the Third Plan 
for payment of subsidy of Rs 5,000 for a period of three years on a taper- 
ing scale in the case of each newly opened branch of the central co- 
operative banks But in many states, the amount of subsidy was said 
to be grossly inadequate for offsetting the losses which the banks had 
incurred until such time as their branches broke even Moreover, 
even the amounts arrived at on this basis could not be provided by 
government in full as these and similar outlays had to be pruned to 
bring the state plans withm the limits of available lesources We 
recommend that central and state governments make provision of 
the order required for this purpose for the Fourth Plan with reference 
to the number of branches proposed to be opened during this period 
by the central banks under their programmes which should be care- 
fully drawn up for the next few years 
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24 The fact that the deposits of co-operatne banks, unlike those 
of commercial banks, are not coiered by anv insurance arrangements 
is a handicap to the co-operam e banks in attracting deposits If this 
facilitt available from the Deposit Insurance Corporation is to be 
extended to co-operatn e banks, dies too, like the commercial banks, 
ha\e to be brought ■within the ambit of the statutory control of the 
Reserve Bank, with which the Corporation is mtimatelv associated 
Though die Banking Regulation Act empowers the Resene Bank 
to regulate their banking business, it does not coier powers for die 
supersession of the management of die co-operatne banks or their 
liquidation which, howeier, continue to remain with the Registrar 
of Co-operam e Societies, Co-operation being a state subject It has, 
therefore, been proposed that the Co-operam e Societies Acts be amen- 
ded so that the Registrar does not take action iu diese respects vis-a-ns 
co-operam e banks without die consent of the Resen'e Bank and that 
he takes such action when called upon to do so fr\ the Bank It was 
the dela\ m the communication of willingness of die state go\ ernments 
to undertake such legislation which had long held up progress in the 
extension of deposit insurance to co-operam e banks Now' diat die 
relciant central statute has been enacted, we recommend that suit- 
able measures be taken bs states expeditiously to amend dieir Co- 
operatne Societies Acts on the lmcs required 

Role of Commercial Banks 

25 Wt ha\ c referred brief!) in Chapter 20 to the problem of resource 
mobilization b) commercial banks It is clear that, 011 all relevant 
considerations, there is need for a big effort on the pait of diese banks 
to mobilize larger deposits so as to be m a position to meet the growung 
credit needs of almost escry sector of die economy It is a special 
aspect of tlus pcrspectn c that, wath the prospect of die rapid rise in 
rural incomes, the banks should so equip themseh es as to promote 
sa\ ings out of these incomes and bring an increasing i olume of trans- 
actions related to rural business within the scope of the banking system 
Apart from all else, it is, dicrefore, important that the hanks should seek 
to pro\ ide credit for \ anous lines of production, 1m estment and ser- 
vices in the rural sector and, in dus process, establish contacts widi 
the various sections of the rural population, win their confidence, 
familiarize them with banking habits (c g , payment b) cheque) 
and thercbi tap more deposits As we ha\e shown earher, the credit- 
deposit raUo in the offices of commercial banks at rural and semi- 
urhin centres has been so far unduly low On die other hand, die scope 
and need for credit tn these areas are bound to grow' steeply m the 
coming t ears, as with increased agricultural ini estment and production, 
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there will bo more inputs and macluncry to supply and service, more 
produce to transport, store, process and market, moic products of 
industry to be retailed for meeting the demand of the rural consumer 
who has more money to spend and so on Given foresight and enter- 
prise, the banking institutions should be able to identify areas of 
potential business and co\cr them through suitable extension of 
branches and aggressive exploration of all these possibilities We arc 
not thinking of the immediate rate of increase of agricultural pro- 
duction or use of inputs, but of the whole process of change which has 
now been initiated and will gather momentum in future and as a result 
of an Inch rural economic activity will be increasingly modernized, 
intensified and dncrsificd If commercial banks can grasp this un- 
folding opportunity, it will help them as much to augment their 
deposit resources as to undertake new and lcmuncrativc lines of lending 


Branch Expansion 

26 The commercial banks ha\e made notable progicss in the past 
few \cars m the matter of branch expansion While we ha\e given 
details in Chapter g, we would recall here that between 1955 and 1967, 
the Indian scheduled banks lia\c opened in all 3,803 new offices, of 
which 1,189 were m centres which had no commercial banking faci- 
lity earlier Of these, again, 779 were in centres with population below 
10,000 and 383 in centres with population between 10,000 and 30,000 
As we have noted earlier, this is good progress even after allowance 
is made for the contribution made by the State Bank of India and its 
subsidiaries in fulfilment of their special responsibilities The piocess 
has been facilitated by the rural-oricntcd branch licensing policy 
followed by the Reserve Bank of India Under this, at least 50 per cent 
of the offices to be opened by commercial banks should be 111 rural 
and scmi-urban centres, 1 c , in places with population up to 10,000 
and those with populaUon between 10,000 and 1 lakh respectively 
In order to check the tendency towards concentration in banked 
centres, the Reserve Bank has laid down that the banks should main- 
tain a minimum ratio of 1 1 between branches opened at unbanked 

and banked centres Following the guideline set out by the National 
Credit Council that all towns — as defined in the 1961 Census — 
which had no commercial banking facilities should be covered by banks 
by the end of December 1970, the Reserve Bank has urged the banks to 
open branches in underdeveloped states and in unbanked towns with 
a population of 10,000 and above before 31 December 1970 To faci- 
litate such branch expansion, the commercial banks have been given 
the freedom to select any centre or location outside metropolitan or 
port towns and to go ahead with then preparations to open a branch 
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there without obtaining the Reserve Bank’s prior clearance A bank 
may apply for a licence at any stage up to the actual opening of a 
branch and the Reserve Bank will issue licences in respect of a centre, 
not on ‘first come, first served’ basis as was the earher practice, but 
to all eligible banks which applied for that centre and about whose 
performance in regard to opening of branches at unbanked centres 
and in underdeveloped states the Reserve Bank is satisfied In addition, 
the Bank is also drawing up an all-India plan, in consultation with 
banks individually, for branch expansion by commercial banks so as 
to cover all unbanked towns with a population of 10,000 or more 
before the end of 1970 and to ensure that a fair proportion of new 
offices are opened in underbanked states We are confident that these 
measures will give a further fillip to the extension of banking and credit 
to unbankcd and underdeveloped areas throughout the country and 
help augment bank deposits 

Interest Rates 

27 In so far as there has been only hmited progress m the institutiona- 
lization of rural credit, the average rates of interest which rule in rural 
areas — taking into account the moneylender’s credit — continue to 
be much higher than those at urban centres If, in this context, banks 
have to attract rural funds by way of deposits, it has to be considered 
whether it wall suffice to offer for them the same rates as those offered 
for urban deposits From the point of view’ of the rural investor, the 
return he can obtain by lending his free resources to local cultivators 
is higher, even after making allowance for likely default The generally 
high le\cl of interest rates charged by private credit agencies in the 
rural areas is a pointer to this situation Secondly, with the moderniza- 
tion of the rural sector, increasing possibilities of using available funds 
for productive and profitable investment in agriculture and related 
actmtics arc being opened up and these again will bring in a better 
return than that offered by banks on deposits Thirdly, the idea of a 
bank deposit is still new to the rural client who has been used to keeping 
Ins limited savings in other forms Till the banking system gains Ins 
confidence, the interest rate offered on his deposits should be sufficiently 
attractive to offset Ins hesitancy m this respect There is gradual 
recognition m many quarters of the possibility that the banks may have 
to offer higher rates of interest at their rural branches The Working 
Group of the National Credit Council on Deposit Mobilisation has 
endorsed this point of view We recommend that banks generally and 
co-operative banks in particular give active thought to the question of 
higher rates of interest being offered on deposits m rural centres, 
wherever appropriate 
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28. It is possible that this may result in some diversion of funds from 
urban centres to rural centres to earn the higher rates of interest We 
doubt if tins will occur on any large scale but even if it should, this 
consideration need not, in our view, stand in the way of adopting the 
approach suggested by us m regard to the deposit rates The more 
probable reason for the reluctance to offer higher rates of interest, 
especially on the part of the co-operative banks, is an apprehension 
that this may push up the rates charged on loans to rural clientele 1 
In our view, every mcrease in deposit rates need not necessarily 
result in an increase m the lending rate Moreover, it is not as if banks 
denve their funds only from rural deposits or diat credit to cultivators 
is the only line of lending open to them. The banks raise moneys from 
other (and cheaper) sources as well, and they finance also other acti- 
vities for which higher interest rates can be charged. For example, so 
far as co-operative banks are concerned, even if they are reluctant to 
raise their lending rates to the cultivators, they can employ their 
deposit resources in a good measure in financing the expanding 
non-credit sector of co-operative activity — marketing, processing, 
etc , — which can well pay higher rates 


Ultimate Lending Rate 

29 As we have said, the higher rates on deposits may not necessarily 
m all cases lead to an increase in lending rates. Even if they should, 
there is no need to deplore what might well be regarded as a realistic 
and appropriate development We are aware that there is a demand in 
some quarters that the rate of interest charged to the cultivator should 
be as low as possible However, it has to be recognized that the culti- 
vator is not so concerned about the rate of interest as about the 
adequacy and timeliness of the loan Secondly, to the extent that credit 
is increasingly oriented to purchase of inputs and productive use rather 
than towards consumption finance, and that modernized agriculture 
is proving remunerative m a growing measure, the cultivator’s abihty 
to bear a higher rate of interest has improved Thirdly, the rates 
charged by non-institutional credit agencies are still so much higher 
than those of the institutional agencies that even if the latter were 
to be raised a httle, the gap would still be significant Fourthly, there 
is reason to beheve that the low rates of interest charged on co-operative 
credit are encouraging the borrowers to postpone repayment, re-lend 
such amounts to other cultivators at higher rates of mterest and 
generally to borrow more and depend less on own resources, espe- 
cially where large cultivators are concerned There may be some 

1 Particulars of the rates charged at different levels of the co-operative structure on loans 
for agricultural purposes arc given in Table 7 on page 691 
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justification for charging especially low rates to small cultivators but 
not to all cultn ators 

30 We do not propose to suggest here detailed norms regarding 
deposit rates, margins and lending rates for institutions at different 
levels These null vary according to the local circumstances, the size 
of turnoi er of loan business, the financial strength of institutions con- 
cerned, the extent of relative dependence on deposits and other sources, 
etc We only msh to emphasize the point that the time has come to 
take a realistic \ lew of the problem of rates of interest in relation to 
institutions operating in the rural sector So far as commercial banks 
are concerned, they are just coming into the business and probably 
would not like to load the scales against themselves by charging much 
higher rates of interest than co-operative banks Even so, it would, in 
our view, be both proper and timelv to examine if rural loans should not 
be exempted from the ceiling on adiance latcs, in the case of those 
banks which are covered by this restriction 

31 As for the co-operative banks, there is reason to believe that, 
in several areas, and certainly in the case of well-established 
banks which are in a position to raise larger deposits, there has not 
been sufficient recognition of the urgent need to tap deposits, if neces- 
sary by offering more attractive rates of interest, because fairly liberal 
accommodation has been available from the Reserve Bank at conces- 
sional rates of interest To the many issues which this situation raises 
\s c will return in our chapter on the role of the Reserve Bank All that 
we would emphasize here is that, for co-opera tive banks as for com- 
mercial banks, there should be an appreciation of the need to offer 
relatively attractive rates of interest on rural deposits, and a willing- 
ness to raise lending rates if that becomes necessarv as a result 

Estimated Resources in 1973—4 

32 Wc propose to conclude this discussion on resources for agri- 
cultural credit with a rough projection of the magnitude of resources 
v Inch may become available from institutional credit agencies by the 
end of the Fourth Plan for meeting agricultural credit needs We may 
recall that, in Chapter 4, we had made certain rough estimates in 
regard to the total demand for agricultural credit in the country by 
I 973 _ 4) based largely on the projections of agricultural programmes 
which had been made in connexion with the Fourth Plan We estimated 
the total short-term credit requirements for agricultural production 
at around Rs 2,000 crores m i973 — 4) while those of medium-term and 
long-term credit for agriculture were placed at Rs 500 crorcs and 
Rs 1,500 crorcs respcctnclv for the entire Fourth Plan period The 
extent to which these credit requirements will be met by institutional 
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agencies will depend on the funds which they can raise from various 
sources While the co-opcrati\c banks and, to a limited extent, the 
commercial banks will no doubt be eligible for refinancing facilities 
from the Resen c Bank of India and the Agricultural Refinance Corpo- 
ration, it is on the resources which the banks can raise on their own 
that their role in institutional financing of agriculture will primarily 
depend So far as co-opcratnc long-term credit institutions arc 
concerned, we deal with this issue in Chapter 25 As for commercial 
bank credit, we refrain from making am estimates mainly on the 
consideration that the National Credit Council will be reviewing the 
position from tune to tune and fixing appropriate targets 111 regard 
to the amount of loans which commt rcial banks might proude for 
ngriculturi scar alter scar 


Co-oprraltre Credit 

33 In estimating the piobable pattern and size of the resources 
ssluch tin short and incduini-term co-opcratisc credit structure can 
raise and the loans which it may make, a sanetv of assumptions has 
to be mule in regard to (hncrmt aspects of future performance The 
most crucial of these relates to the lcscl of deposits ssluch ssall be 
rcaclu d It is that p irt of deposits ssluch is loadable and the disposable 
part of osvncd funds ssluch, together ssitli bonossmgs, go to make the 
total amount available for loans Implicit in this arc tsso other assump- 
tions one relating to the extent to ssluch there is dependence on 
borrossmgs for making loans (as distinct from that on deposits and 
oss net! funds taken logclhn) and the other, in regard to the relation- 
ship ssluch is likely to obtain bctssccn borrowings and ossmed funds 
To illustrate, at the central bank lcscl, if a sum of Rs 100 is to be lent 
and the extent of dependence on borrosvings is taken at, say, 60 per 
cent, Rs jo has to come from owned funds and deposits If it is further 
assumed that only about 50 per cent of the oss n resources arc lcndablc, 
the total of oss ned funds and deposits ss ill have to be Rs 80 If the bank’s 
lcs'cl of operational efficiency is such that it can raise about four times 
its oss ned funds by ssay of borrosvings, the borrosving of Rs 60 will 
yield a figure of oss ned funds of Rs 15 Deducting this from the total 
of Rs Oo of osvn resources, we may place the deposits at Rs 65 What 
may be emphasized here is that ssith deposits of Rs 65, the bank’s 
lendings can reach a level of Rs 100 and that, therefore, on these 
assumptions, the lendings may constitute about 100/65 or P cr cent 
of deposits The assumptions regarding the extent of dependence on 
borrowings have to be necessarily ad hoc and based partly on such 
factors as past experience and the expected level of operational 
efficiency and partly on the basis that the relatively well-established 
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co-operativ e banks should progressively increase their rehance on own 
resources, mainly deposits In arriving at the proportion of deposits and 
owned funds which are likely to be available for lending, allowance has 
to be made for the maintenance of liquidity requirements in the case of 
deposits, the amounts -which will be locked up m the form of share 
capital held m higher level institutions and fixed assets and the ex- 
pectations m regard to efficient deployment and management of 
resources 

34 The other important assumptions w'hich require to be made 
relate to (i) the proportion of loans outstanding to central banks from 
agricultural credit societies and other types of co-operatives, (it) the 
proportion of own resources at the primary level which wall be available 
for lending after provision is made for involvement m non-credit 
business, investment m shares of central bank, etc , (m) the level of 
overdues at the primary level which not only determines in part the 
probable relationship between loans outstanding to members at the 
end of the year and the loans advanced during the year but also affects 
the ability of the structure to maintain an uninterrupted flow of credit , 
and (in) the probable division of outstanding loans between medium- 
term and short-term and the relationship between medium-term 
outstandings and such loans advanced during the year 

35 Despite the obvious limitations of any' exercise m regard to the 
probable lev els of resources and lendings of co-operative credit m view 
of the many imponderables involved, we attempt, m the following 
paragraphs, a rough estimate of the performance which may be 
expected of the short-term co-operative credit institutions on the basis 
of their present position and certain assumptions in regard to their 
efforts for deposit mobilization and improved operational efficiency' 
As regards the level of deposits of the state and central co-operative 
banks, it has been generally assumed that the average annual increase 
m deposits from 1968—9 to 1973—4 "all at least be equivalent to that 
which had occurred during the period 1964-5 to 1967-8 However, m 
the case of banks in areas where the present level of deposits is rela- 
tiv ely low in relation to the known or anticipated potential for deposits 
or where cash crops are prominent or intensive agricultural programmes 
arc sought to be introduced on a large scale or a large marketable 
surplus in foodgrains is expected, the anticipated increase by' 1973-4 
may be taken at about 1 10 per cent of the average increase for the y'ears 
I 9®4 _ 5 i0 J 9^7~® On this basis, it may be expected that the deposits 
of the state co-operative banks will go up from Rs 180 crores in 1967—8 
to about Rs 320 crores in 1973-4, and those of central co-operative 
banks from Rs 290 crores to roughly Rs 560 crores We believe these 
targets arc both desirable and realistic We would, at the same time, 
emphasize that if these are not reached, achievements m terms of 
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lending will correspondingly fall short of the estimates which we 

mention later , 

36 Despite growth in deposits of the order envisaged, the depen- 
dence of co-operative banks on borrowings may not be necessarily 
lower than at present, as their loan operations will also rise appreciably 
to meet the growing requirements of agricultural finance. The assump- 
tion made in this connexion is that the outstanding borrowings of the 
state co-operative banks will be about 135 per cent of their estimated 
deposits in 1973-4 and those of the central co-operative banks, only 
marginally more than their deposits Accordingly, the borrowings of 
state co-operative banks may be around Rs 435 crorcs in 1973-4 an ^ 
those of central co-operative banks, Rs 570 crores The size of the 
owned funds required will depend upon the estimated level of 
borrowings It has, therefore, been assumed, on the basis of recent 
experience, that owned funds will reach a level of 25 to 30 per cent of 
borrowings in state co-operative banks, and 30 to 40 per cent in central 
co-operative banks On these assumptions, the owned funds arc placed 
at Rs 120 crores for state co-operative banks and Rs 200 crorcs for 
central co-operative banks in 1973-4 

37. While this is the rough picture of the resources likely to be 
available to the apex and central co-operative banks, a further set 
of assumptions has to be made to arrive at the level of their loan 
operations The first of these is that, in addition to borrowings, roughly 
60 per cent of the own resources (deposits plus owned funds) will be 
available for being lent (1 e , after allowing for liquidity requirements, 
investments and fixed assets) in apex banks, and 55 per cent in central 
co-operative banks The total outstanding loans m 1973-4 at the 
state co-operative bank level may then be placed at around Rs 700 
crores and those at the central co-operative bank level at about Rs 990 
crores Of the latter, the share of primary agricultural credit societies 
is taken at Rs 780 crorcs or near about 80 per cent On the basis that 
the owned funds and deposits of the primaries will respectively reach 
a level of Rs 285 crorcs and Rs 90 crorcs by 1973-4 as against Rs 165 
crores and Rs 39 crorcs at the end of 1 966-7 and that about 40 per 
cent of this total of Rs 375 crorcs can be lent out, the total loans out- 
standing against members will be equivalent to the sum of their borrow- 
ings from central co-operative banks and the loanable part of their 
own resources, that is, Rs 780 crores -f Rs 150 crores = Rs 930 crores 
in all 

38 The next step is to break up the outstanding loans against 
members at the primary level into medium-term and short-term and 
also to derive from these the figures of short-term and medium-term 
advances The medium-term loans outstanding can be assumed to 
form a little less than 20 per cent (as against the present level of 15 per 
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cent) of the total outstandings for the country as a whole, while it 
might vary from state to state On this basis, the medium-term loan 
outstandings at the primary level are hkely to be in the region of 
Rs 180 crores by the end of 1973-4, while the balance of Rs 750 crores 
will be short-term loan outstandings 

39 As regards loan issues at the primary let el, it can be assumed 
that the short-term advances will be, on an average, 115 per cent of 
non-ovcrdue short-term loan outstandings though the proportion is 
likely to be larger in districts where there is double or multiple cropping 
and loans are provided for 6 months or shorter periods Assuming that 
overdues under short-term loans will constitute about 20 per cent of. 
the short-term loan outstandings for the country as a whole and apply- 
ing the proportion mentioned above to the non-overdue short-term 
loan outstandings, we would estimate short-term loan issues in 1973-4 
at around Rs 690 crores As regards medium-term advances, they may 
be assumed normally to constitute, as at present, about 50 per cent of 
the corresponding outstandings and, on this reckoning, the medium- 
term loan issues at the primary level in 1973-4 are likely to be Rs 90 
crores Thus the total loan issues of primary agricultural credit societies 
during 1973-4 are estimated to he in the region of Rs 780 crores 

40 Based on the various assumptions made in the foregoing para- 
graphs, the picture that emerges of the probable pattern of resources 
and lendings of co-operative credit institutions in 1973-4 is summarized 
in the following table 

Table 5 


Probable Patterm op Resources and Level of Lendings of Co-operative Credit 
Institutions in 1973-4 


Rs Crores 





1967-8 

{Actuals) 


1973-4 

(Eshmaltd) 

Stale Cooberatne Banks 






Owned funds 



G5 


120 

Deposits 



180 


320 

Other borrowings 



198 


435 

Outstanding loans 



359 


700 

Central Cooperative Banks 






Owned funds 



136 


200 

Deposits 



291 


560 

Other borrowings 

y 


276 


570 

Outstanding loans 



547 


990 

Primary Ignculhiral Credit Societies 






Owned funds 



165' 


285 

Deposits 



49 


90 

Other borrowings 



42 1 1 


780 

Outstanding loins 

ST 

441 


750 



M T 

79 

520 

180 

930 

l-oan during die sear 

ST 

359 


690 



MT 

46 

405 

90 

780 


* Relates to 1906-7 
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41 While Table 5 shows the position for the country as a whole, 
state-wise estimates of deposits and loans arc given in the table 
below 


Table 6 

State-wot, Estimates of Deposits and Lendinos or Co-operatives in 1973-4 

Rs Crores 



Estimated Deposits in 

1973-4 

Estimates of Loans to be 
Advanced during 1973-4 
at the Primary Level 



Primary 

Agricul- 

tural 

Credit 

Societies 

Stale 

State Central 

Co-opera- Co-opera- 
tive twe 

Banks Banks 

Short- Medium- . r . , 

term term Totn 


(1) (2) (3) (4) (5) (6) (71 


Andhra Pradesh 

1C> 

0 

21 

0 

2 

0 

12 

0 

3 

0 

45 

0 

Assam 

15 

0 

3 

0 

0 

5 

7 

0 

1 

0 

8 

0 

Bihar 

1G 

0 

8 

0 

5 

0 

23 

0 

7 

0 

30 

0 

Gujarat 

20 

0 

85 

0 

7 

0 

65 

0 

5 

0 

70 

0 

Jammu and Kashmir 

l 

0 

2 

0 

0 

1 

4 

5 

0 

5 

5 

0 

Kerala 

5 

0 

21 

0 

11 

3 

22 

0 

8 

0 

30 

0 

Madhya Pradesh 

16 

0 

25 

0 

6 

0 

54 

0 

16 

0 

70 

0 

Maharashtra 

115 

0 

175 

0 

6 

0 

140 

0 

10 

0 

150 

0 

Mysore 

20 

0 

30 

0 

3 

6 

50 

0 

5 

0 

55 

0 

Orissa 

5 

0 

10 

0 

5 

0 

22 

5 

2 

5 

25 

0 

Punjab and Harjana 

25 

0 

55 

0 

19 

5 

80 

0 

10 

0 

90 

0 

Rajasthan 

3 

0 

10 

0 

2 

0 

23 

0 

2 

0 

25 

0 

Tamd Nadu 

18 

0 

40 

0 

5 

5 

53 

0 

7 

0 

60 

0 

Uttar Pradesh 

35 

0 

50 

0 

5 

5 

72 

0 

8 

0 

80 

0 

West Bengal 

10 

Q 

11 

0 

t 

5 

23 

0 

2 

0 

25 

0 

Union Territories 


* 

14 

0 

9 

5 

9 

0 

3 

0 

12 

0 

TOTAL 

320 0 

560 

0 

90 

0 

690 

0 

90 

0 

780 

0 


* Included in Col 3 


42 We expect, then, on certain assumptions, that co-operative 
agricultural credit societies may disburse between Rs 750 and 800 
crores in 1973-4 As for the materialization of this order of credit, 
much will depend on the earnestness with which the state govern- 
ments on the one hand and co-operative credit institutions, agri- 
cultural credit corporations, etc , on the other, implement accepted 
policies, effect improvements in efficiency and render procedures 
both responsive and flexible We have given the above details of 
the estimates so as to indicate the broad order of magnitude of the 
probable performance of the co-operative short-term credit structure 
m dispensing agricultural credit in the coming years An aggregate 
estimate for the whole country involving a number of variables on 
which full and up-to-date data m regard to the present position 
as well as the probable trends are not available is, however, of only 
limited usefulness It is nevertheless necessary to take a view of the 
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future possibilities, both for estimating the availability of the required 
resources and for organizing supplementary arrangements through 
other existing or nets credit agencies "While keeping the general 
principles m mind and taking into account the special circumstances 
of each area, e\ ers central co-operatn e bank should itself undertake 
an annual exercise of this nature with the assistance of the state co- 
operatn e bank as \sell as the regional office of the Agricultural Credit 
Department of the Reser\ e Bank, basing the exercise on the available 
data as is ell as reahstic assumptions appropriate to its own local 
conditions 

43 A feu general considerations mas be mentioned in this con- 
nexion since, though the) are obvious, tlie\ are not alwais kept in 
mind b\ those uho exercise operational responsibilities at different 
lesels of the credit structure Firstly, the smaller the area for uhich 
estimation of resources and lendings is attempted, the more realistic 
are libels to be the assumptions on uhich the exercise is based and the 
greater the likelihood of its yielding fairlv reliable results Secondly, 
as the data uhich provide the basis for an\ such estimation hat e to be 
as recent as possible and since it is obvioush difficult to secure up-to- 
date figures, the estimates should be periodically renewed in the light 
of fresh data uhich become available from time to time, and both 
targets and indicators of probable performance should be reused in the 
light of such stock-taking Thirdly, w here estimates are attempted for 
a period of 5 to 6 }ears, they should not be based entirely on past 
actuals but should assume a reasonable degree of improtement in 
performance, especiall) where efforts m that direction have been 
initiated and may be expected to bear fruit within this fairlv long 
period Fourthh, it should be appreciated that the estimates do not 
mercl) seek to specify what is likelv to happen on present indications 
The\ should, in fact, go further and suggest that, if effort in certain 
directions can be impro\ed up to certain specified le\els, results of a 
specified order can ordinarily be expected to follow For example, it 
can be shown that if a bank can augment its deposits by a particular 
amount, improse its operational efficiency, audit classification, etc, 
to a specified standard and reduce its oserdues to a particular le\cl, 
then its loans can be increased to a specified amount Credit estimates 
can therefore be a means not only to indicate trends but, to some extent, 
e\cn to influence them, by placing certain targets before those who 
ha\c to participate in this effort Finally, it is obvious that the tasks 
set for co-opcratne credit under such estimates hase to be realistic 
in assessing what progress can be achieied o\er a limited period of 
tunc, gi\cn a particular base to start with 

44 An ad\antage of an exercise on these lines would be that it 
can help those in charge of agricultural programmes to appreciate 
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ROLE OF THE RESERVE BANK OF INDIA 

Is this chapter we shall first tclci to cot lam developments m the 
evolution of the Restive Bank’s ioIc in rural cicdit These mainly 
pert nil to the implementation of the recommendations of the Rural 
Credit Sure e\ Committee (1951) and ot the Committee on Co- 
operative Credit (i960). We shall then go on to deal with various 
policv issues flu first of these is one on which many alternative views 
arc held and solutions oileicd, nanulv, the tvpe of organization for 
agricullurd credit appropriate at the national level 'I hen follow 
issues wlmli arise from the different lacits of the refinancing function 
cxcicised In the Reserve Bank 111 connexion with rural cicdit From 
unong tluse, however, onlv such problems arc dealt with here as 
pertain to short-term agmultuiul cicdit, since those rclatablc to other 
tv pcs of accommodation such .is medium-term loans arc considered 
elsewhere 111 the relevant chapters 1'inallv, in the concluding section, 
we ufer to a few miscellaneous matte is connected with the Bank’s 
regulators functions 


Pul I e V l)l VHOl’MI MS 

2 1 lie in 1111 recommendations of the Rural Credit Survey Committee 

in so fir as the) sperificullv pertained to the Reserve Bank related to 
the constitution of certain national hinds 111 the Bank, the lcmoval of 
various restrictions on the medium-term loans provided by it, the 
expansion of the Ngncultural Credit Department and the reconsti- 
tution of the Standing \dvisory Committee on Agricultural Credit 
As stated in Chapter 2, the Reserve Bank of India Act was amended 
,n ’955 to enable the Bank to establish the National Agricultural 
Credit (Long-term Operations) Fund and to use it foi making long- 
term loans to state governments ior subscription to the share capital 
of co-operative credit institutions, foi advancing medium-term loans 
to state co-operative banks for agricultural and other allied purposes, 
and for die making of loans for periods not exceeding 20 years to (or 
the purchase of debentures of) central land moitgage banks The Fund 
was constituted in February 195G with an initial contribution of Rs 10 
crorcs to which were to be added such further sums of money as the 
Bank might contribute every year, subject to a minimum annual contri- 
bution of Rs 5 crorcs in the first five years As recommended by 
the Rural Credit Survey Committee, the restrictions which limited the 
total of medium-term loans from the Reserve Bank to Rs 5 croies and 

C9S 
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the amount to be made available to any state co-operative bank to its 
owned funds were removed by a statutory amendment in 1955 The 
Reserve Bank collaborated with the central and state governments and 
other relevant institutions on the lines suggested by the Committee 
in ensuring the implementation of the integrated scheme of rural 
credit and, as part of this total effort, continued to provide, on an 
increasing scale, financial accommodation to the co-operative banking 
structure in the various states 

3 Following the recommendation of the Committee on Co- 
operative Credit (i960), the definition of owned funds for the purpose 
of fixing credit limits from the Reserve Bank was enlarged to include 
not onl) the paid-up share capital and the statutory reserve fund, but 
also certain other funds Further, as recommended by that Committee, 
die Reserve Bank agreed to sanction an additional short-term credit 
limit to a central co-operative bank up to twice the owned funds in the 
case of an ‘ A ’ class bank and up to an amount equal to the owned 
funds in the case of a ‘ B ’ class bank, subject to certain conditions 
The Bank also agreed to sanction a maximum credit limit up to 4 times 
the owned funds in the case of ‘ B ’ and ‘ C ’ class banks if gov ernment 
guarantee was forthcoming Another recommendation accepted by 
the Rescrv e Bank pertained to the sanction of a medium-term credit 
limit to a central bank in excess of its owned funds, up to twice the 
increase m its share capital (excluding government contribution) and 
fixed deposits (excluding those for less than a year) registered during the 
previous jear, subject to an overall maximum of twice the owned 
funds of the central bank The contribution to the National Agricul- 
tural Credit (Long-term Operations) Fund was also stepped up as 
suggested b) the Committee 

4 As recommended by the Rural Credit Survey Committee, the 
Agricultural Credit Department of the Bank was extensively reorga- 
nized and expanded so as to have an office m every state The 
Committee had also suggested the reconstitution of the Standing 
Advisory Committee on Agricultural Credit and the constitution of an 
Advisorv Council of representatives of all or most of the states and 
including economists, co-operators and others The latter proposal 
was not accepted as it was felt that there were other forums at which 
representatives of co-operatives could express their views on various 
matters connected with co-operative agricultural credit. The Standing 
Advisoiy Committee was reconstituted in 1956 with a view to making 
it an expert rather than a represen tative body 

Historical Persprclire 

5 The functions which the Reserve Bank undertakes at present in 
the field of rural credit arc basically in line with what was expected 
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of it when Us statute was enacted m 193 The provisions for 
the refinancing of co-operative banks were contained c\cn in the 
Resen. c Bank of India Bill introduced m the Central Legislative 
Assembly m 1933 Section 54 of the Act, m terms of which 
the Agricultural Credit Department was set up, came to be incor- 
porated m its present form as a result of an amendment mot eel by the 
then Finance Minister, when the Bill came back from the Select 
Committee, in response to insistent demands on the floor of the 
Assembly that an important place be accorded to agricultural credit 
within the central banking set-up While, therefore, the present 
functions of the Bank m this field arc, m origin and conception, csscn- 
tiallv the same as tlio'c set out in the Act 111 1931, there has been a 
steads expansion and dn edification of its activities in response to new 
situations and demands Some of the factors with which this response 
of the Reserve Bank mav perhaps be associated aie the country’s 
attainment of Independence, the establishment of popular go\crnmcnts 
at the Centre and the states, the nationalization of the Bank, the 
emergence of national economic planning as a major plank ol State 
pohev and the emphasis on increased agricultural production and 
development of the rural ccononi) generally It is in this perspective 
that one can appreciate via the Reserve Bank could not stop with the 
conventional central banking function of being the lender of the 
last resort for meeting seasonal stringencies in the availability of funds 
The Ban! had, instead, to take the initiative in a many-sided ciTort to 
promote an appropriate structure of institutions as well as policies and 
procedures for filling the gaps in rural credit It was as part of this task 
that the Reserve Bank undertook to extend substantial financial 
accommodation to state co-operative banks in the expectation of their 
later becoming self-sustaining It was the same approach winch 
influenced the assumption by the Bank of such functions as the provi- 
sion of medium-term and long-term loans which lie outside the purview 
of conventional central banking It is against this background of the 
evolution of policies that we may briefly refer to the mam aspects of 
the Bank’s present role in the rural sector. 


Main Lints of Activity 

6 The activities of the Reserve Bank in the sphere of rural credit 
can be broadly divided into those pertaining to (i) financing functions, 
(») promotional, advisory and co-ordinating functions, and (111) regula- 
tory functions So far as the first of these is concerned, the major 
developments arc those conn ctcd vvuIlJIic implementation of the 
recommendations of the C ;ec n ~ °rcdit in regard 

to the liberalization of tin t!lc 
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Bank ^to which wc have alrcadv referred), the provision of loans to 
ctate governments for enabling them to contribute to the share capital 
of co-operative credit institutions and the extension of refinancing 
facilities to state co-operative banks for the distribution of chemical 
fertilizers Table 1 shows, at a glance, the expansion which has occurred 
since 1955-fi in die different categories of credit facilities provided bv 
the Rcscrv c Bank Three facts stand out from tins table Firstly, there 
has been a substantial expansion in the volume of financial accommoda- 
tion provided by die Reserve Bank under various heads Secondly, 
refinancing facilities from the Bank to the co-operative credit structure 
arc now available for a larger variety of purposes than in the past 
Thirdly, in the more recent past, the proportion of maximum out- 
standings to the credit limits sanctioned by the Bank for short-term 
agricultural operations has tended to decline 

7 In the promotional and co-ordinating aspects of its role, the 
Reserve Bank has continued to play an active part in formulating the 
programmes for co-operative credit under the Five Year Plans, re- 
viewing their progress annually and assisting the state and the central 
governments and the concerned co-operative credit institutions in 
tackling the problems arising in the process of implementation In 
particular, the Reserve Bank has contributed appreciably towards the 
elaboration of the crop loan system, dissemination of its underlying 
principles and formulation of appropriate operational procedures and, 
as part of tlus effort, has brought out a Crop Loan Manual Working 
in co-ordination with the central and state governments, the Bank 
has tried to ensure that its own operations and promotional efforts are 
attuned to the requirements of intensive agricultural programmes 
Further, the Deputy Governor of the Bank in charge of agricultural 
credit has been holding, each year, discussions with the state govern- 
ments at which the entire situation in regard to agricultural credit is 
reviewed As part of its co-ordinating role, the Bank has kept itself in 
close touch with the activities of co-opcrativc credit institutions, orga- 
nizations in related fields such as the National Co-operative Develop- 
ment Corporation and the national federations of the state co-operative 
banks and of the central land development banks The Bank has 
also been promoting the interests of co-opcrativc banks in various 
contexts, c g , bv helping them secure deposits of quasi-govcmmcnt 
institutions and taking steps for the extension of deposit insurance 
to such banks Another important aspect of the Bank’s promotional 
role related, in earlier ) cars, to arrangements for the training of person- 
nel of the co-operative departments and institutions Though, as 
we indicate in Chapter 32, this came to be terminated in 1962 following 
the report of a Studv Team appointed by the Government of India, 
the Bank has rccmtlv instituted at the Bankers Training College run 
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by it at Bomba) (t) a special course for managerial personnel of co- 
opcrativ e banks and (n) a course on agricultural finance for the 
personnel of commercial banks As an important means of playing an 
advisor) and co-ordinating role and maintaining liaison with the state 
governments, the Agricultural Credit Department of the Bank has 
opened in each state an office of which a Deputy Chief Officer is 
usuall) in charge 

8 A major dev elopment in recent years was the extension of the 
Reserve Bank’s powers and responsibilities for the regulation of bank- 
ing, to co-operative banks, through the enactment of the Banking 
Laws (Application to Co-operative Societies) Act, 1965, the provisions 
of which came into force on 1 March 1966 The main consideration 
underlying tins measure was that the operations of the co-operative 
banks had so increased m volume m recent years and hence had such 
an important bearing on the currency and credit situation of the 
country that it would be anomalous to leave this sector outside the 
ambit of the Reserve Bank’s statutory control Nor could the facility 
of deposit insurance which was available to commercial banks be 
extended to co-operative banks unless the latter were also made subject 
to a similar degree of control by the Bank Certain provisions of the 
Reserve Bank of India Act, 1934 and the Banking Companies Act, 
1949 were, under this legislation, extended to state co-operative banks, 
central co-opcrativ e banks and the primary co-operative banks which 
were defined as primary non-agncultural credit societies transacting 
banking business and having paid-up share capital and reserves of 
not less than Rs 1 lakh 

9 The amendments to the Reserve Bank of India Act have made 
the state co-opcrativ c banks eligible to secure the status of scheduled 
banks and all co-operative banks eligible for loans from the Reserve 
Bank to meet any emergency Like the scheduled commercial banks, 
the scheduled state co-operative banks are now required to maintain 
a minimum balance with the Reserve Bank equivalent to 3 per cent of 
tliur total demand and time liabilities as against the earlier require- 
ment of a balance of not less than 2) per cent and 1 per cent respec- 
tive!) of their demand and time liabilities under the Remittance 
Facilities Scheme The more important among the provisions of the 
Banling Companies Act (renamed the Banking Regulation Act, 1949) 
which came to be applicable to co-operative banks arc those relating 
to the maintenance of cash reserves and liquid assets, control on ad- 
v anccs, licensing, inspections and issue of directives Ev cry co-operative 
banl other than a scheduled state co-operative bank is to maintain a 
cadi reserve of not less than 3 per cent of the total of its demand and 
Umc liabilities cither with itself or in current account with the higher 
financing agencies Further, the banks arc to maintain liquid assets 
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(including the muumum cash reserves referred to earlier) to the extent 
of 20 per cent of the total demand and time liabilities, for two years from 
the commencement of the Act or for a further period not exceeding one 
year and, thereafter, to the extent of 25 per cent of the demand and 
time liabilities ovei and above the cash reserves of 3 per cent The 
latter provision has come into effect from 1 March 1 9^9 I* ]S a ^ s0 
relevant to refer here to certain assurances offered on behalf of the 
Reserve Bank when this legislation was enacted The more important 
of these were that the Bank would keep m mind the federally integrated 
character and the special needs and requirements of the co-operative 
credit structure, that the Agricultural Credit Department would 
deal with the administration and enforcement of the legislation m so 
far as it concerned the co-operative banks and that the Bank would, 
in tins context, continue to be in intimate touch with the Registrars 
of Co-operative Societies and the state governments and consult the 
Standing Advisory Committee of the Reserve Bank, as far as possible, 
on all major issues of policy 


Organization at National Level 

10 Before commenting on the proposals made lrom time to time in 
regard to the organization which would be appropriate at the national 
level for agricultural credit, we may briefly deal with the point of view 
— with which we do not find ourselves in agreement — that the 
financing, promotional and co-ordinating functions now undertaken 
by the Reserve Bank should not be located m that institution It is 
said, in support of this view, that the central bank of the country 
should restrict itself to the role of being a lender of the last resort and 
give up other functions such as those of a promotional nature and even 
refinancing operations to the extent that they go beyond this tradi- 
tional role Secondly, it is suggested that, being the central bank of 
the country, the Reserve Bank is unable to be as progressive and helpful 
as an independent institution which is not similarly inhibited can be. 
Thirdly, there is a complaint that in taking decisions in regard to agri- 
cultural credit the Reserve Bank is not sufficiently responsive to the 
difficulties and problems of individual states According to tins view, 
the Standing Advisory Committee, though a forum for consultation, 
is not sufficiently representative, it does not carry the status which 
would attach to a statutory body, does not meet frequently enough 
and is not consulted on every major issue of policy Further, it is 
suggested that the Reserve Bank’s operations m the field of rural credit 
have increased to such an extent that they cannot receive adequate 
attention unless they are located m a separate institution Finally, it 
is urged that the co-operative banks of the country require an apex 
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institution at the national lc\el and that this role cannot be fulfilled 
bv tin Reserve Bank 


Smta'nht) < f the Reserve Bank 

ii We have given careful thought to each of these considerations 
and also taken them into account in framing certain proposals which 
i\c make later in this chapter in regard to the manner m as Inch the 
direction of these activities mav be organized within the Reserve Bank 
W'c do not, however, see any valid reason wh) the Bank should be 
divested of an) of its present functions which together have come to 
be csolsed over the a cars in response to the requirements of changing 
circumstances It mav be that the present activities of the Rescrae 
Bank are not in lme with central banking functions as diea haa c been 
traditionalla conceived and practised but then the role of the central 
bank of a countiy, in the context of a developing economa based 
prcdominand) on agriculture, cannot obvaouslv be the same as that 
of insututions operating m other countries and under a era different 
conditions The basic point is diat the central banks of developing 
countries have not onla to regulate die banking s)stem and proaide 
refinance facilities to it but also to help build up an institutional 
structure which can meet the growing and diverse credit needs of the 
different sectors of the economy In fact, even m undertaking conven- 
tional functions such as refinancing, these central banks mav have to 
deviate, on a discriminating basis from traditional norms where 
ncccssarv The need lor the central banks to plav a developmental 
role under such circumstances is being increasinglv recognized in man) 
parts of the world and the initiative of the Reserve Bank of India 
has been gener dlv appreciated and even recommended for emulation 
elsewhere further, we do not see am basis for the impression that the 
Reserve Bank li is been handicapped in playing the role required of it 
vts-a-as the co-operative credit structure because of its being the central 
ban! of the countrv This might have been so, had the Bank contented 
itself with conventional functions carried out in conventional wavs 
On the contr m, the Bank has recognized the need for special arrange- 
ments to meet special needs One example of this is the constitution 
of national fund-, out of its profits for making those term loans which 
are cnemial at the present stage of dev elopment but at the same time 
r uinot appropnatclv form a part of normal central bank credit 

>- \bove all, it is clear that, but for the intimate involvement and 
promotional activitv which characterize the role of the Reserve Bank 
todav, the Ban! would have remained powerless to regulate or other- 
vase influence the bulk of the operations in the cconom) which arc 
connected with rural credit It is onh if all financme of industrv, 
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agriculture and trade is progressively institutionalized that the Reserve 
Bank can ensure that the flow of bank credit to different sectors is 
suitably regulated at any point of time, with reference to their needs 
on the one hand and broader considerations of policies pertaining to 
production, prices and monetary stability on the other The entire 
framework of conti ols and refinance facilities, through winch this is 
sought to be achieved, can have little significance if the institutions 
engaged in financing the agricultural sector arc left to their own devices 
instead of being enabled to increase the dimensions of their operations 
and the quality of their lending so as to substitute progi essively for non- 
mstitutional credit It is as a part of this process that various special 
facilities have had to be extended to the banking institutions which are 
being built up and called upon to finance cei tain sectors No agency is 
better equipped foi this purpose than the Reserve Bank, because not 
only lias it the required resources and the intimate knowledge of their 
working on which such suppoit has to be based, but it is also in the 
best position to assess the impact of any particular quantum of 1 ural 
credit in relation to other aspects of the credit situation and the overall 
monetary developments Moreover, as the banker and counsellor to 
the state governments on financial and monetary policies, it is the 
Reserve Bank whose advice they are likely to considei and implement 
with earnestness On all these considerations, we are convinced that 
this responsibility not only belongs to the Reserve Bank but also helps 
it better to dischaigc its functions as a central banking institution 

13. We do not see much substance in the view that decision- 
making 111 the Reserve Bank m regard to agricultural credit is not 
sufficiently responsive to the problems of individual states, though we 
do sec room foi impiovement in this respect and accordingly make 
certain specific suggestions later in this chapter The regional office 
of the Agricultural Credit Department in each state helps to com- 
municate the state’s problems and points of view to the Resen c Bank 
and vice versa There arc also vanous occasions foi an exchange of 
ideas and review of experience between the state representatives on the 
one hand and the Deputy Governor and the Chief Officer of the Depart- 
ment on the other. We would also note, m passing, that the Resen’e 
Bank has generally shown readiness to modify its general adwee or 
stipulations m \arious matters with lcfcrencc to the conditions in an 
individual state or a particular institution on rccen ing special repre- 
sentations 111 such behalf 

14 As wc had indicated earlier, the Standing Advisorv Committee 
nn Agricultural Cicdit of the Reserve Bank was reconstituted m 1956 
following the recommendations of the Rural Credit Sun ey Committee 
so as to make it a compact and expert rather than representative 
bodv. A11 Ad Hoc \dvison Committee on Handloom Finance was 
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constituted b\ the Bank m December 1959 to deal with special problems 
arising from the implementation of its scheme to provide -working 
capital finance to handloom w eaters’ co-operatn es This Committee 
was, however, abolished in 1965 and the Standing Advisor) Committee 
on Agricultural Credit was redesignated the Standing Advisor) 
Committeee on Rural and Co-operame Credit so that the same 
Committee could deal not only with matters pertaining to agricul- 
tural credit through co-operati\es but also with co-operatn e credit 
concerned with non-agncultural activities and agricultural credit 
through agencies other than co-operatn es Though the earlier practice 
was for the Committee to meet once a quarter, the meetings have 
tended to be less frequent m recent )ears The Committee met, for 
example, only once throughout 1967 and only twice m 1968 The 
principal subjects considered at the meetings held during the two years 
related to some aspects of medium-term lending, the role of commercial 
banks in agricultural credit and the Report of the Working Group 
on Industrial Financing through Co-operatn e Banks We would point 
out that, though the present size of the Committee, viz , 13 members, 
precludes representation to all the states, there are seven non-official 
co-operators on the Committee, including the president of the National 
Co-operatn e Union, the presidents of three state co-operatn e banks, 
the chairman of the National Co-operatn e Agricultural Marketing 
Federation and an cx-chairman of a state co-operatn e bank By and 
large, experience has show n that the Bank’s policies ha\ e been generall) 
influenced bv the Committee’s deliberations 

15 As regards the proposition that the state co-operative banks of 
the countrv need an organization at the national level, it should be 
recognized that, unlike at the state and district levels, there is no need 
for a balancing centre at this level because none of the state co- 
operatn c banks is in a position to spare any sizeable surplus resources 
to other banks Further, the All-India Central Land Development 
Banks Co-operatn c Union and the All-India State Co-operatn c Banks’ 
Federation alrcad\ provide forums for the exchange of experience and 
discu'sion of common problems and ha\e been doing some useful work 
of a promotional nature Therefore, no separate national institution 
i'» ln our view required mcrcl) to serve as the apex of the state co- 
operative banks 

16 Different tvpes of proposals are suggested b) those who consider 
that the Reserve Bank should be divested of its functions in relation to 
agricultural credit One variant is that those functions should be trans- 
ferred to the State Bank of India Another alternative proposed is the 
establishment of a national institution which would finance cultivators 
direct In a third, it is an apex federal institution of individual state 
co-operative banks that is envisaged, while still another alternative 
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could comprise a separate statutory institution at the national level, 
with the characteristics of an agricultural bank but also with refinanc- 
ing functions vis-a-ms state co-operative banks and all other credit 
institutions dealing with rural credit We consider each of these 
alternatives in detail m the following pages 

Transfer to the State Bank of India 

17. As stated earlier, an Ad Hoc Committee was set up m 1957 under 
the chairmanship of the then Governor of the Reserve Bank to examine 
if the Bank’s functions m regard to rural credit could not be transferred 
to the State Bank The Committee took the view that the advisory, 
developmental and co-ordinating functions winch the Reserve Bank 
performed at that time in tins field should remain with it in view of its 
responsibility for the development of a sound system of credit including 
agricultural credit These were functions which helped to enable the 
Bank to play its role appropriately as an adviser to the central and 
state governments as required by its statute Similarly, the Committee 
felt that the provision of refinancing facilities to co-operative banks, 
as to scheduled banks, was a central banking function and should 
continue to be discharged by the Bank, which was responsible for 
regulating the credit system of the country as a whole It was obvious, 
again, that the inspection of co-operative banks (winch had been 
undertaken at that time on a voluntary basis but subsequently became 
a statutory function) should, as in the case of commercial banks, be 
located in the central bank of the country rather than in any other 
institution The limited part played by the Reserve Bank in regard to 
certain related activities such as the collection and publication of 
statistical data, provision of certain types of medium and long-term 
loans and contribution to the task of training of co-operative personnel 
represented functions which had developed as ancillary to the principal 
functions referred to earlier Taking all these into account, the Ad Hoc 
Committee came to the conclusion — which was subsequently accepted 
by the Government of India — that all the functions which were 
being exercised by the Reserve Bank m this sphere should remain 
with it and should not be transferred to the State Bank 

National Agricultural Credit Corporation 

18 There have been proposals from time to time for setting up a 
National Agricultural Credit Corporation Examining one of these 
and rejecting it as unsuitable, the Rural Credit Survey Committee 
emphasized that the problem faced in India was not one of establishing 
a new credit institution at the national lev el but that of careful and 
arduous fostering of the conditions m which institutional credit could 
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cffcctn cl) reach the cultivator Tins process of de\elopment on the 
all-India scale required that the concerned institution possessed — as 
the Rescrv c Bank did — the requisite resources not only in terms of 
funds but also, and more importantly, of personnel, experience and a 
wide sphere of influence In the Committee’s opinion, a new insti- 
tution could not collaborate as effectively with the state governments 
as the Rescn. c Bank could, and did, in regard to the different measures 
nccessar) for de\ eloping the co-operative credit structure The Com- 
mittee also expressed doubts as to the manner in which the apex wluch 
was an all-India credit corporation would be effectively related to the 
base wluch might consist of a multiplicity of rural credit societies in 
thousands of villages Referring to experience of similar institutions in 
foreign countries, the Committee expressed the apprehension that, 
largely reduced to working through its own branches and lacking 
organic connexion with the co-operative credit structure, the Corpo- 
ration would not be able to prevent the bulk of its accommodation 
gra\ noting to the more powerful and influential borrow’ers 

National Co-operative Bank 

19 Reference may be made to the proposal put forward 111 August 
■9^5 b) the Committee on Co-operation, of wluch Sliri Ram Nivas 
Mirdha was the Chairman, faaounng the establishment of a national 
co-opcratnc bank which would form the apex of the co-operative 
credit structure in the different states The Committee suggested that 
all the finance to be prowded b) the central goiemment as well as 
b) the Rescn e Bank might flow to the co-operative mo\ ement through 
this national institution Tins recommendation was discussed at the 
Conference of the State Ministers of Co-operation held at Bombay 
in November 1965 which resohed that the All-India State Co- 
operatn c Banks’ Federation should be requested to study the proposal m 
consultation with the Reserve Bank of India and the Central Ministry 
of Community Dcaclopmcnt and Co-operation The Federation which 
later considered this proposal in its meeting held on 30 July 1966 came 
to the conclusion that the setting up of the national co-operative bank 
as .1 financing institution, 1 c , as distinguished from a promotional 
bod\, was not at all nccessar) When this proposal was, again, briefly 
discussed at the joint meeting of the Federation and the Central Land 
Dcaclopmcnt Banks Union held in November 1967, the consensus was 
that, m the cxisttng circumstances, and in the absence of a clear picture 
about the capacita or a national co-opcratiae bank to mobilize sufficient 
fin itici il resources or of an\ firm assurance in that behalf by govern- 
ment, the time was not \ct ripe c\cn for considering the question of 
organizing an institution of this tape 
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20. The main arguments set out by the Mrrdha Committee m 
support of its proposal are . (:) that the central government will have 
a single co-operative institution at the national level with which it can 
deal so far as co-operative finances are concerned, («) that this bank will 
be able to build up the required expertise for efficient administration of 
banking activities, and (m) that the credit sector being the oldest 
and strongest m the co-operative movement m India, it would be odd 
if it did not have its own financing institution at the national level 
Since there is no possibility of the national bank having access to new 
resources, it will have to look to the same sources of funds as the existing 
co-operative structure. Nor can it function as a balancing centre for, 
as we have said earher, no apex co-operative bank has surplus resources 
to spare It will, therefore, only add one more tier to the set-up and 
hence increase the cost of credit to the ultimate borrower. As regards 
regulation and supervision of co-operative banks, any national co- 
operative bank will not be able to take over this function pardy because 
it is itself likely to be under the control of the Reserve Bank and, 
secondly, the Reserve Bank has to have statutory control over all co- 
operative banks, irrespective of the existence of any national level 
institution So far as co-ordination and the need for a spokesman at the 
national level are concerned, as we have stated earher, the All-India 
State Co-operative Banks’ Federation has shown that it can adequately 
serve these purposes. 


National Level Agricultural Bank 

21. A possible variant of this proposal is to set up, by a statute of 
Parliament, a national bank for financing agriculture and co-operatives 
and enable it not only to draw from the commercial banks funds which 
they intend to invest in agricultural credit but also to open branches 
and attract deposits at centres where co-operative banks are not 
functioning satisfactorily. It can even undertake the functions intended 
to be entrusted to the agricultural credit corporations proposed for 
certain states. The equity capital of a bank of this nature will have to 
be held largely by the Government of India and pubhc sector insti- 
tutions, though some shares may be allotted to the state co-operative 
banks and central land development banks widi a view to ensuring 
organic connexion with them The Reserve Bank would deal only 
'vitli tins bank to winch it may also transfer its special funds for agri- 
cultural credit, viz , the National Agricultural Credit (Long-term 
Operations) Fund and the Stabilisation Fund The Reserve Bank would 
channel its refinance facilities to the co-operative banks through this 
bank at the national level, charging it a rate of interest slightly lower 
than that charged to state co-operative banks at present so as to provide 
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it with a margin As this bank is to be a statutorv institution, it may also 
be possible to entrust it with the regulatory powers of the Reserve 
Bank including those connected wath the inspection and supervision 
of co-opcrativ e banks Another possibility is that the new bank might 
tale over the functions of the Agricultural Refinance Corporation 
as well 

22 We shall briefly refer to the considerations usually put forward 
in support of such proposals though -we do not agree wath them It is 
argued, for example, that though the Agricultural Credit Department 
has grown to be a large wing of the Resen e Bank in terms of its opera- 
tions as well as the size of its staff, the Central Board of the Bank is 
unable to gn c adequate attention to major issues of polity in this field 
because of its other preoccupations It is also sometimes suggested that 
the Board does not adequately represent co-operati\e or agricultural 
interests though otherwase consisting of persons who hold prominent 
positions in the world of commerce and industry Though there is a 
Standing Advisory' Committee, the argument runs, it has no statutory 
status and the advice offered b} it is not binding on the Bank Ivor is it, 
according to this view, sufficiently representative of co-operative 
opinion It is also often alleged that the policies and procedures recom- 
mended bv the Rescrv e Bank are dominated b> a banker’s approach 
and that the current breakthrough m agriculture calls for an agri- 
cultural credit agency' at the national lev el other than the central bank 
of the countrv which is, inevitably, conservative in its policies 

23 Wc have now reviewed the various proposals which are or can 
be put forward in regard to the organization for agricultural credit 
at the national level None of these, in our opinion, suits the current 
situation As wc have stated, an arrangement under w'hich a national 
level institution finances cultivators direct is neither satisfactory from 
the point of view of the interests of small farmers nor administrativcl) 
feasible So far as an apex of the state co-operative banks is concerned, 
there appears to be no need for any organization m addition to their 
federation which already exists The most crucial question, however, 
which comes up in connexion with any such national institution relates 
to the manner in w hich it wall find the larger v olume of resources which 
wall be required If it accepts deposits, this can only be m competition 
with, and at the expense of, the co-operative banks affiliated to it, in 
which case there would be no net accretion of resources On the other 
hand, if tins national institution is expected to receive a large volume 
of funds from the Reserve Bank, it wall mean, as wc have said, that one 
more institution wall stand between the Bank and the cultivator and 
that, as a consequence, credit wall become costlier to him If the Rescrv c 
Banl is expected to place large sums of moncj at the disposal of this 
institution to be passed on to a number of co-operative banks, it is 
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obvious that the Bank will have to satisfy itself in regard to the soundness 
and the operational efficiency of such banks. This will mean that while 
the Reserve Bank will continue to maintain its organization all over 
the country, the new national bank is ill also set up a machinery of its 
own for a similar purpose Further, no national lcicl bank can be 
certain of the resources which it can command, as the Reserve Bank 
can hardly be expected to surrender to any other institution its dis- 
cretion to determine the volume of central bank credit which can be 
provided to any sector of the economy or for any category of purposes 
at any particular time Finally, the inspection of co-operative banks 
and the regulation of the credit and banking structure arc the res- 
ponsibilities of the central bank of the country and cannot be entrusted 
to any other institution 

24 On all relevant considerations, such as those associated with 
the refinancing functions of the Reserve Bank, its role as a financier 
and adviser to the state governments on matters of co-opcrativc credit, 
the statutory responsibility of the central bank of the country for ensur- 
ing the safety of the depositors’ interests and regulating the credit 
operations in the economy, and the experience and expertise which 
the Bank has built up over the years, we arc convinced that the Reserve 
Bank should continue to discharge the functions which it undertakes 
at present in the field of agricultural credit A new institution in this 
context at the all-India level will only add to the cost of credit and the 
red-tape associated with its procedures without adding to the resources 
or the efficiency of the system or the service to the cultivator. It is, 
therefore, our considered view that there is no justification for having 
any national level institution for agricultural credit outside the Reserve 
Bank 


Agricultural Credit Board 

25 While it is clear to us that the Reserve Bank should continue its 
present role in rural credit, we feel that it is necessary, at the same time, 
to consider whether, in view of recent developments, any changes are 
warranted in regard to the manner in which the direction of this work 
is at present organized in the Reserve Bank As we have indicated, 
there has been a steep increase m the quantum of accommodation 
provided to the co-operative banks Another relevant fact is that the 
accommodation facilities provided by the Reserve Bank are getting 
increasingly diversified to cover the financing of distribution of inputs, 
production and marketing activities of small and cottage industries’ 
and so on. Further, a new set of problems is coming up now, with the 
provision of agricultural credit by commercial banks, in the context 
of which the Reserve Bank will be called upon to provide expert 
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guidance as is ell as refinance. New trends are also de\ eloping in the 
policies and procedures of co-operative credit to make it produchon- 
onented and hence complex and sophisticated We have referred to 
some of the related problems in other chapters and shall also deal with 
them here, e g , problems connected with non-overdue cover, the 
terms on which credit facilities are to be provided, selective credit 
controls and so forth The present arrangement is that, at the policy 
lc\ cl, the Central Board of the Reserve Bank handles these and other 
aspects of the Bank’s working, -with a Deputy Governor who deals with 
all problems connected with rural credit besides being the Chairman of 
the Agricultural Refinance Corporation We are aware that the Central 
Board of the Bank itself includes a few persons who are familiar with 
problems relating to the working of co-operative banks F urther, the Bank 
has also had the benefit of the valuable advice of the Standing Advisory 
Committee on various problems m this sphere Even so, the present 
time seems to us appropriate for a major structural change in these 
arrangements, so as to ensure that, subject to the overall direction and 
supervision of the Central Board, the formulation, review and modi- 
fication of the Bank’s policies in the sphere of rural credit are effectively 
placed in the hands of a high-powered group of knowledgeable persons 
is ho, between themselves, combine different types of experience and 
expertise and are collectively given an appropriate status under the 
Reserve Bank of India Act 

26 We contemplate, for tins purpose, the constitution of a statutory 
Agricultural Credit Board by the Governor of the Reserve Bank in 
consultation with its Central Board This Board will function, subject 
to the general superintendence of the Central Board, as the principal 
authority in regard to such of the Bank’s activities pertaining to agri- 
cultural and co-operative credit as may be delegated to it by the Central 
Board It is envisaged that the Agricultural Credit Board should enjoy 
the full confidence of the Central Board and that there should be the 
utmost co-ordination between the two We expect that this arrange- 
ment will ensure that the policies and operations of the Reserve Bank 
in this sphere rccciv c the benefit of close attention at the highest level 
as also of advice from experts in the field The new Agricultural Credit 
Board will, of course, concern itself only with issues of policy and 
procedurcs in general as it will obviously be impossible for it to attend 
to the sanction of individual loans and credit limits which will have 
to remain, as at present, with the Deputy Governor in charge of rural 
credit Further, as the amendment of the Reserve Bank of India Act 
to give effect to tins proposal will take time, we recommend that, to 
start with, the Standing Advisory Committee on Rural and Co- 
operative Credit maj itself be suitably reconstituted and be treated, 
m effect, as the proposed Agricultural Credit Board and that after 
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28 We suggest that provision be made for the Agricultural Credit 
Board to set up its own standing advisory committees, one or more in 
number, to advise it on issues of detailed implementation of policy and 
to provide a forum for representatn es of state go\ ernments and co- 
operate c institutions to put acioss their points of view and problems 
It ma; be useful to ha\c separate standing committees to deal with 
such aspects of credit as finance for cottage and small-scale industries 
organized on a co-operate e basis or financed by a co-operate e bank, 
long-term credit for imestment in agriculture, finance for distribution 
and marketing and requirements of credit for animal husbandry We 
would specifically recommend that one of these committees should be 
concerned cxcluse cly with the problems of areas which are relatively 
less de\ eloped in the co-opera tn c aspect 


Functions 

29 The amendment of the Reserve Bank of India Act should provide 
that the Agricultural Credit Board wall deal with such activities of the 
Bank pertaining to agricultural credit and other co-operative credit 
as the Central Board may, from time to time, delegate to it. Illustra- 
tncl\, these could coscr the provision of refinance facilities by the 
Bank to co-operatnc and commercial banks for agricultural purposes 
and to co-operatnc banks alone for non-agncultural purposes, opera- 
tions on the National Agricultural Credit (Long-term Operations) 
Fund, including loans to state go\ ernments for enabling them to 
contribute to the share capital of co-opcratnc credit institutions, 
medium-term loans to state co-operative banks, and investment in 
rural debentures of the central land de% elopment banks , other 1m cst- 
ments (under Section 17(8) of the Reserve Bank of India Act) in the 
debentures of the land dc\ elopment banks, medium-term loans from 
the National Agricultural Credit (Stabilisation) Fund, exercise of 
powers under the Reserve Bank of India Act and the Banking Regula- 
tion Act in so far as they concern state, central and primary co- 
operatnc banks, the working of the Agricultural Credit Department 
and the \gncultural Refinance Corporation , and all other matters 
relating to the refinancing, promotional, co-ordinating and regulatory 
functions of the Rcscrv c Bank in the sphere of rural and co-opcrativc 
credit generally Though the Board may be designated as the 
\gncuhural Credit Board, w c consider it appropriate to bring within its 
vmbit even other, 1 c , non-agncultural aspects of rural credit as also co- 
opcratnc credit in all its rclcsant aspects Subject to such directions as 
m i) be gnen to the Agncultural Credit Board by the Central Board 
o r the Bin! , for which provision may be made in the proposed amend- 
ment, the \gncultural Credit Board wall take decisions in regard to 
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the discharge of all such functions of the Reserve Bank as are delegated 
to it by the Central Board m the sphere of rural and co-operative credit 
30 We recommend that early steps be taken by the Reserve Bank 
and the Go\ eminent of India to initiate legislation for setting up an 
Agncul tural Credit Boaid on the lines suggested in the foregoing 
paragraphs 

Short-term Accommodation 

31 Earlier in this chapter, we ha\c referred to some of the recent 
dc\ elopments in regard to the short-term accommodation provided to 
state co-opcrati\c banks for agricultural purposes by the Reserve Bank 
The approach which is implicit in these developments may 111 a sense 
be said to be as old as the Reserve Bank It can be traced back to the 
original charter of the Bank which invests it with special responsibilities 
for agricultural credit More explicitly, liow'cvcr, the basis for the 
present policies w r as provided in the recommendations made, m the 
first instance, by the Informal Conference on Rural Finance convened 
by the Bank in 1951 and, later, by the Rural Credit Survey Committee 
As a result of this approach, the Bank has come to regard its refinance 
facilities to co-opcrauvc banks as rclatablc to a broader perspective 
rather than the last resort lending of a central bank Short-term accom- 
modation v’as conceived as liaung two objectives* that of fulfilling 
agricultural credit requirements as adequately as possible and, even 
more importantly, meanwhile helping to build up the co-operative 
credit structure for serving the requirements of the rural economy A 
number of steps, it was expected, would be taken to establish an efficient 
structure of institutional credit for the rural sector Tins m turn involved 
measures such as the strengthening of the share capital of co-operative 
societies and banks, arrangements for augmenting their personnel for 
supervision and management and for training such personnel, quali- 
tative improvement in their operational efficiency, adoption of 
production-oriented lending policies, measures to correct financial 
weaknesses arising from old bad debts, reduction of ovcrducs and so on 
It was felt that the co-operative banks and societies could not be 
expected to bring about reforms on these lines unless their operations 
were of fairly sizeable dimensions even to start with For the co- 
operative credit msUtutions to be effective and significant in the areas 
m which they operate it was necessary that they should even initially 
have a minimum turnover This in turn called for a command over 
resources of a volume which, at that stage of their development, the 
co-operative banks could not raise on their own, either in the form of 
deposits or owned funds 

32 As these efforts of the Reserve Bank have begun to have their 
impact, the volume of accommodation from the Bank has assumed large 
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dimensions and the demand for production credit has, at the same time, 
tended to expand With progress in these directions, two features of 
policy ha\c come to receive increasing emphasis as reflected in parti- 
cular in the recommendations of the Committee on Co-operative 
Credit (i960) One of these relates to the need to ensure that the 
expansion of credit based on refinance from the Reserve Bank proceeds 
on sound lines, especially from the point of view of recoveries The other 
pertains to the concern that the access to increasing accommodation 
from the Reserve Bank should be matched by efforts on the part of 
co-operative banks to raise resources on their own, e g , in the form of 
deposits These are the mam elements of the approach adopted at 
present by the Reserve Bank as a means of building up the co-operative 
credit structure eventually into an increasingly self-reliant mecha- 
nism for mobilizing resources and financing agricultural production 
and development It is against this background that the current 
experience has to be appraised Before we do so, we shall briefly set 
out the main features of the accommodation available from the Reserve 
Bank to state co-operative banks for short-term agricultural purposes 


Main Features 

33 The maximum credit limit to which a central bank is eligible 
from the Reserve Bank, tlirough its apex co-operative bank, is a multiple 
of its owned funds with reference to its audit classification which is 
taken as an indicator of its operational efficiency There has been a 
progressive liberalization, over the years, in the definition of owned 
funds as well as the stipulated multiple of owned funds The amount of 
eligibility for each central bank is thus determined with reference to 
(1) its base of own capital and (n) its operational efficiency The Com- 
mittee on Co-operative Credit (i960) recommended the sanction of an 
additional limit provided the central bank showed an additional 
imohement in short-term agricultural loans from its own resources 
to an extent equivalent to the outstandings under such limits The 
present standards of financing arc, accordingly, as follows 


Audit Classify at ion 
cf Berk 

Maximum Normal 
Limit 

Maximum Additional 

Limit 

A 

4 times owned funds 

2 times owned funds 

B 

3 times owned funds 

Equivalent to owned funds 

C 

2 times owned funds (or 4 times 


owned funds on government 


guarantee) 
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3;. \\c should aim mention here tint il h is been the practice for 

the Reserve l'mil to nwM on the ginmmer of the Mate government in 
respect of its vccommodalion to those Mate oi erntrd co-oprnlivc 
hauls winch, m its new, do not qu dif\ to provide a good Mgniturc as 
required in teim< of the Rc'crvc llud of India \ct \part from the 
tmancnl secuntv which rov eminent ru irautec represents, it ts also 
hoped that it ean he ensured throueli this meins th it the st Ur govern- 
ment evinces active interest m the working of the co operative bulks 
concerned atul endeavours to see tint all Mich step- are tden as .arc 
ncccxsarv to nnl r them sound and rHieirnt 111 their operations More 
rcccm.lv . the Rr<cr\e Haul has reviewed its policy 111 tins rer ird and 
CMircsard us readme 1 - to provide icenmmod ilmn to an increasing 
miraher of banks on their * croud sigmturr, without insisting on 
gov raiment guarantee, provided they * uisflcd cert tin norms of opera- 
tional efficiency 'I lie intention is tint while the si ur governments 
should continue to help strcnrllien the co-opervlive h ink- and ensure 
that tlietr jvihcies -*nd piancdtirr- are attuned to thr requirements of 
proluction-o'acmetl credit at.d sound haul me principle-, it should he 
gradually po"ihlc for more and more haul.- to honow from Rr.-erv e 
Haul solclv on the *trenrth of their ov\n Mcniture- Wc would only 
cmplnsj-c that, wherever a state rovrrnment pi ovules it- raiarantee, 
it «iimi!d he considered ohhrvtorv on its p iri to tal e an active interest 
m *cc,ng that the institutions concerned improve tlirir opcrilional 
cfTicicncv in different aspects 

35 Tlic rate of interest charged hv the Rc'crvc Haul on its tcrom- 
modation to state co-opcrmvc hauls has, for many vears, simid at 
2 per cent bclovs the Hard Rate, which comes to 3 per cent at present, 
the Hanl Rate being 5 per cent 'I he initial aim in offering a con- 
cessional rate v as to induce the Mate cooperative hanks to avail 
themselves of the refin nice ficihtirs provided by the Re-erve Hank 
It was nbo intended as a mean- of enabling the thrrr-iier structure of 
die co-operative hanls, during thr earlv st tges of ns dev rlopmcnt 
when the total Ini'inc-s v -s lit civ to he low, to pi ovule the margins 
necessary for the employment of the required staff at different levels 
vathom unduly pushing up the rate or interest to the ultimate 
borrower 

3G In the cirlier years, the period of accommodation used to lie 
9 months The Reserve Hanl of India Act was amended in 1931 t0 
mate a period of 15 months permissible, hut accommodation is pro- 
vided, in actual practice, o»!v for 12 months as this is considered 
adequate The practice in earlier years was, again, to insist that all 
the outstandings to the Reserve Haul should lie cleared by 30 Sept- 
ember As a result of the flexibility introduced in 1951, a state co- 
operative bank can now draw and repay any number of times on the 
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limits from the Resene Bank, each drawal being treated as a loan 
rcpavable at the end of 12 months and the total of outstandings on all 
such loans not being permitted, at any time, to exceed the credit limit 
sanctioned Another aspect of the Resen’e Bank’s accommodation is 
that a common limit is sanctioned for both seasonal agricultural opera- 
tions and marketing of crops This practice has continued though, m 
recent -years, the policy has been that co-operative marketing societies 
might look to the State Bank of India increasingly for their credit 
needs 

37 The two important conditions which ha\ e come to be attached 
in recent years to the short-term accommodation sanctioned by the 
Reserve Bank relate to is hat have come to be known as non-overdue 
coicr and minimum invohement The former, which followed a 
recommendation of the Committee on Co-operative Credit, requires 
that, corresponding to the amount drawn and outstanding on a credit 
limit of the Resen c Bank, there should be outstandings of at least an 
cqunalcnt amount of non-overdue loans owing to the central co- 
opera tnc bank from societies for the same purposes No further 
drais als on the credit limit are allowed by the Reserve Bank if there is 
a deficit in this regard The condition of minimum involvement requires 
that, as on any date, the amount of agricultural loans outstanding to a 
central bank from out of its owm resources, 1 e , owned funds and 
deposits, should not fall short of the amount wluch the Resen’e Bank 
might specify as the extent of stipulated minimum involvement This 
is intended to ensure, on the one hand, that the co-operative bank 
employs more of its own resources m agricultural loans and, on the 
other, that a sufficient volume of own resources of the bank is imohed 
in such loans in order to provide for funds which may be locked up in 
o\crduc loans 


Recent Trends 

38 We reproduce below some of the figures from Table 1 which 
show the trends in the short-term accommodation sanctioned by the 
Re^cn c Bank for agricultural purposes and operations thereon 


Rj CrorcJ 




1955-6 

1960-61 

1965-6 

1966-7 

1967-8 

i c ) 

I.i'niLi sanctioned 

30 

112 

213 

258 

324 


Ou ftanJtnc^ at )car*ond 

13 

101 

144 

135 

138 

(< 

1 Ii~ l est le* cl oT 0 atstandmga 


101 

172 

179 

207 

'8) 

Tcrcirria^c of (c) to (a) 


90 

81 

09 

04 
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39 Two general points may be stated here One of these is that 
the quantum of the limit sanctioned to a central bank depends not 
only on its eligibility -with reference to owned funds-cum-aucht classi- 
fication as indicated earher but also, on the one hand, on its need as 
determined with reference to its loan programme and the deposit and 
other resources available to it and, on the other, on its ability to absorb 
overdues Thus if the overdues of the bank are 40 per cent and the 
disposable own resources for agricultural lending are only Rs 60, the 
sustainable lending programme cannot exceed Rs 150 This is because 
the estimated overdues at 40 per cent of Rs 150 are Rs 60 which is 
all that the bank can spare from its own resources for absorbing over- 
dues on short-term agricultural loans This also means that a limit of 
only Rs 90 would be sanctioned to it and that the balance of tins loan 
programme will have to be financed from the bank’s own resources 
The other feature calling for comment — to which we have referred 
earher — is the declining proportion which the maximum outstandings 
bear to the credit limits sanctioned by the Reserve Bank for agri- 
cultural purposes This is traceable to several factors, of winch three 
are perhaps the most important One of these is the inability of co- 
operative banks to absorb the rising overdues and hence to show non- 
overdue cover The second is the reluctance of some co-operative banks 
to liberalize tlieir lending policies The third, winch is true only to a 
limited extent and m a few areas, is the fact that the demand for 
agricultural credit fails to reach expected levels because of shortfalls 
in extension and supplies 

40 The policies which we have descnbed and the approach which 
has governed them have now been m force for nearly two decades 
In several areas, they have helped to build up a co-operative credit 
structure of fairly significant dimensions at least m quantitative terms 
Throughout this penod, the Reserve Bank has provided larger and 
larger credit limits supported by larger contribution of share capital 
by state governments to the concerned institutions The contribution 
from the state government is, m turn, based on loans from the Bank. 
The Bank has also tried, m several ways, to bring about a progressive 
improvement in the functioning of co-operative banks m its qualitative 
aspects Firstly, the Bank has helped to bang about the rationalization 
of the structure at the central bank level and, somewhat less success- 
fully, reorganization at the primary level So far as loan policies are 
concerned, the Bank has endeavoured to see that they are increasingly 
oriented to production and designed to promote proper utilization and 
prompt recovery of loans Through its inspections and in other ways, 
the Bank has sought to promote various measures aimed at 
improving the operational efficiency of the co-operative financing 
agencies as banking institutions Lastly, steps are also being taken 
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to improsc the quality of the personnel of co-operative institutions 
and to promote co-ordination betas een agricultural programmes on 
the one hand and co-operative credit on the other As a result of 
the efforts in all these directions, the co-operatn e banks in several cases 
haic reached a stage of growth m some parts of the country ashen it 
should be possible for them to proceed further on the momentum of 
their ossTi efforts without any substantial support from outside 
41 Of the major facts which stand out in this context, the inability 

of the banks to show’ non-o\ erdue cm er for their borrowings and utilize 
fully the credit limits available from the Reserve Bank has already 
been referred to A second relevant fact is that progress towards sclf- 
rcliancc in the matter of resources has been slow, even m the case of 
banks w Inch may be said to ha\e approached viability' This generall) 
represents the lack of a determined drive to attract deposits and, m 
areas where there has been enterprise and effort in this direction, the 
impact of the fact that the cost of resources raised m the form of deposits 
is lughcr than the cost of borrowing from the Reserve Bank Thirdly, 
while at an carher stage there w’as considerable rigidity in the procedure 
for draw al on the Rcscr\ e Bank’s credit limits, the permissible measure 
of flexibility has now' made these operations facile m the extreme In 
the result, there is little correlation between the time when funds are 
required in the field and the time w'hen the banks draw large resources 
from the Reserve Bank These arc the main issues which we proceed 
to consider in the following paragraphs The first of these relates to the 
condition of non-m erdue cover, the second, to the dependence of co- 
operatn c banks on the accommodation from the Reserve Bank , the 
third, to the flexibility' in respect of operations on the Reserve Bank’s 
credit limits , and the last, to the practice of sanctioning a common 
credit limit to meet the credit requirements of both production and 
marketing Before we deal with these issues, we shall set out what, in 
our view, should be the mam objectncs of the Reserve Bank’s policies 
in the new situation 


r ulure hires of Policy 

42 It is with reference to the recent trends in co-operative credit 
that the objcctn cs of policy for the future have to be determined While 
we shall discuss each of these in detail later, we shall set dowm the 
following as the aims which should gosern the manner m which refinance 
facilities from the Rcscrae Bank arc operated 

fi) As there has been no evidence of any marked and progressne 
reduction in the dependence of the co-opcrati\ c banks on the Rescn c 
Ban! for funds, greater emphasis than hitherto should be placed 
on the mobilization of deposits and there should be a system of 
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incentives and disincentives to ensure that co-operative banks make 
an earnest effort in this direction 

(n) In the states in which co-operative credit is still very much m 
its early stages of development, co-operative banks should continue 
to receive those facilities from the Reserve Bank which are associated 
with its promotional role. 

(m) As a steep increase in demand for agricultural production 
credit appears likely to emerge in certain areas, the co-operative 
agency, on which a large part of the responsibility for meeting it 
rests, should be enabled to meet such requirements, with the 
necessary help from the Reserve Bank as also with other relevant 
measures, so that agricultural programmes do not fail on this account. 

(iv) In view of the general trend of rising overdues, the refinance 
facilities from the Reserve Bank should be used as a lever to check 
any expansion of credit which is not matched by the performance 
in recovering loans already made 

(v) Seasonality m lending and recovery, at all levels, is desirable 
from the point of view of the basic purposes of a production-onented 
system of credit The flexibility of the procedures relating to drawals 
on the credit limits of the Reserve Bank, however, appears to enable 
co-operative banks to ignore this principle as also to undertake 
operations on the limits without sufficiently large or genuine re- 
coveries. There is, therefore, a need for introducing greater discipline 
in the operational procedures in this regard without going back to 
earlier rigidities 

(w) As the purposes, pattern and the financing and refinancing 
agencies arc different for production credit and marketing finance 
and the Reserve Bank’s policies in regard to quantum, terms, period, 
etc , may also correspondingly differ, die limits for refinancing 
facilities for the two purposes may be separate, radier than combined 
as at present 


J\ r on-ovcrdue Cover 

43 Wc have earlier referred to the recommendation made by the 
Committee on Co-operative Credit (i960) for die adoption of libera- 
lised standards by the Reserve Bank for sanctioning credit limits to 
central co-operative banks for short-term agricultural purposes includ- 
ing the provision of additional limits subject to certain conditions It 
was in this context diat the Committee recommended that, in respect 
of both normal and additional credit limits sanctioned by the Reserve 
Bank, the outstanding dues to the Bank under the limits should be 
matched by loans outstanding from the societies of an at least equi- 
valent amount which had been issued for the same purposes and which 
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had not become ov erdue. It is not, however, as if this set of non-overdue 
loans owed to the central banks constitutes any special security over 
uhich the Resene Bank has, by implication, an exclusive or pnor 
claim ns-a-ris their other creditors such as the depositors who are thus 
left with a backing of only overdue loans for the amounts due to them 
This is only a built-m safeguard to ensure that expansion of co-operati\ e 
credit is regulated with reference to the extent to which loans already 
advanced are being recovered 

44. As it was feared even at the outset that the sudden imposition 
of this condition might cause considerable dislocation, it was made 
applicable, on its introduction in 1962-3, only to banks which borrowed 
against their own signatures It was extended m 1 963-4 to ‘A’ and ‘ B ’ 
class central co-operative banks borrowing against government 
guarantee and, in 1965-6, to ‘ C 1 class banks borrowing against govern- 
ment guarantee Further, this condition was waived, where that was 
requested, in 1965-6 and 1966-7 in respect of ‘ G ’ class banks which 
had adopted the crop loan system or were working in special project 
areas or areas affected by drought and scarcity conditions and had 
sought medium-term conversion loans from the Nanonal Agricultural 
Credit (Stabilisation) Fund as also * A ’ and ‘ B 5 class banks in areas 
affected b> droughts Again, this condition was waived totally in 
respect of the special credit limits sanctioned by the Reserve Bank 
during 1966-7 for financing the High-yielding Varieties Programme 
The Rcsen c Bank ensures the observance of tins condition by calling 
for a certificate to this effect from the state co-operative bank every 
month and also at the time of each draw’al to the effect that the out- 
standings to the Reserve Bank, together with that drawal, would not 
exceed the non-ov erdue loans ow'ed to the central bank Any deficit 
in non-ov erdue cover is expected to be made up by the state or central 
co-opcrati\ c bank b> a corresponding repayment to the Reserve Bank 
What follows the deficit, however, is that the bank becomes ineligible 
to draw afresh on the Reserve Bank’s credit limit In practice, there 
1m c been instances of this condition being circumvented by the sub- 
mission of inaccurate certificates or adoption of irregular procedures 
or inflation of outstanding loans or the sanction of indiscriminate 
extensions The procedure for operating on the credit limits from the 
Reserve Ban! is flexible enough to enable co-operative banks to use 
the funds drawn from the Bank for making fresh loans and thereby 
provide the cover of non-overdue outstandings required to match the 
outstanding borrowings from the Bank The Bank, however, seeks 
through its inspections and special investigations, to ensure that this 
docs not happen on anv large scale 

tj Vs we have shown in earlier chapters, the ovcrducs m short- 
term agricultural credit have generally been on the increase in recent 
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years m almost ever)' state. At the same time, it is true that, for various 
reasons, stabilization arrangements have not been forthcoming m an 
expeditious manner or in an adequate measure in ever)- case where they 
were justifiably required. The resulting inability to show non-overduc 
loans has handicapped several central co-operative banks in using the 
credit limits sanctioned to them to the fullest extent. "While at one 
stage the inadequacy of the owned funds and the low audit classifica- 
tion Mere the mam limiting factors which reduced the eligibility of the 
central banks for credit limits from the Resen. c Bank, it is the level of 
o\ erdues and the inadequacy' of own resources to absorb them which 
ha\c emerged of late as the major constraints in this respect It is not 
easy' to measure the extent of utilization of the credit limits on the 
basis of all-India and state data as the maximum outstandings of 
individual apex banks and central banks arc likely to relate to different 
dates We shall, however, present data in regard to the position at all 
the three levels The following table shows the proportion of the highest 
level of outstandings to the Resen c Bank from all state co-operative 
banks to the credit limits for short-term agricultural purposes 


Tabu- 2 


Extent of Utilization or ntr. Reset ve Bank s I mm ron Suort-ttrm Agricultural 

TuRrosns since 196V-5 


Rs Crorcs 



losr 

To'nl Linitj 
jc-.fimicf to 

Sto'f Co-t/rrah t 

iirdrr 

Sections I7{4)(a) t 

WWWM 

Ihg’ist 

Is~et of 
Outstceuhn": 

Pennine! 
of Col (3) 
to Co! (2) 


0) 

(2) 

(3) 

(4) 

1964-5 


199 07 

163 85 

82 

1965-6 


212 6G 

172 17 

81 

1966-7 


257 50 

179 37 

69 

1967-8 


324 40 

207 01 

64 


It is clear that the proportion of utilization as seen from this indicator 
is on the decline We may now turn to the data for individual state co- 
operative banks which arc given in Table 3 

46 It is observed that not even 75 per cent of the credit limits was 
utilized in 1967-8 in the case of 13 of the 18 state co-operative banks 
An analysis of the data for central banks, which provides the more 
satisfactory basis for a study of the extent of utibzation of credit limits, 
shows that, m 1966-7, the proportion of maximum outstandings to 
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Table 3 

Extent or Bvn-x-vvise Utilization of the Reserve Bank’s Lmrrs for Short-term 
Agricultural Purposes during the star 1967-8 

Rs Crons 


Slate 

Co-eperaticc 

Bank 

Limit Sanctioned 
on behalf of 
Central 

Co-operative Banks 
for 1967-8 

Maximum 
OuLstandings 
during 1967—8 

Pntentazc 
of Col (3) 

(o Col (2) 

(i) 

(2) 

(3) 

W 

Andhra Pradesh 

20 12 

11 88 

56 1 

Bihar 

9 20 

5 72 

62 2 

Gujarat 

30 80 

23 15 

75 2 

Haryana 

7 63 

5 74 

74 7 

Kerala 

6 30 

4 32 

68 7 

Madh>a Pradcah 

24 31 

14 78 

60 8 

Maharashtra 

70 90 

42 92 

GO 5 

Mysore 

15 34 

12 73 

83 0 

Onssa 

7 34 

4 31 

58 8 

Punjab 

25 49 

17 67 

69 3 

Rajasthan 

9 45 

4 71 

49 8 

Tamil Nadu 

31 50 

16 32 

51 7 

Uttar Pradesh 

32 68 

20 24 

61 9 

West Bengal 

6 71 

4 82 

71 9 

Goa 

0 10 

0 03 

30 0 

Manipur 

0 20 

0 20 

100 0 

Pondicherry 

0 20 

0 17 

85 0 

Tripura 

0 15 

0 15 

100 0 

TOTAL 

298 47 

189 86 

63 6 


credit limits was below 75 per cent in the case of 17 out of 23 central 
banks in Andhra Pradesh, 24 out of 39 central banks in Madhya 
Pradesh, 14 out of 23 central banks in Rajasthan and 11 out of 14 
central banks in Tamil Nadu It is probable that in some banks the 
shortfall in utilization reflected the availability of funds from other 
sources such as deposits This is not, however, likely to be true in most 
cases because this factor is usually taken into account even at the time 
of the sanction of credit limits The failure to draw fully on credit 
limits more often indicates a high level of overdues, accompanied by 
the lack of own resources to absorb them 
47 The inability of a central co-operative bank to draw on the 
Reserve Bank’s refinance facilities affects appreciably its ability to 
finance affiliated societies because most of the banks depend sub- 
stantially on the Reserve Bank for their loanable funds It is in this 
connexion that it was represented before us by the representatives of 
the governments of Andhra Pradesh, Madhya Pradesh, Orissa, 
Rajasthan, Tamil Nadu and Uttar Pradesh that the Reserve Bank’s 
in'istencc on non-ovcrduc cover had caused considerable difficulty 
It was suggested that this condition be waived where accommodation 
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was provided against government guarantee and in the ease of banks 
serving areas which were co\ crcd by intensive agricultural programmes 
or irrigation projects or w ere affected by famine conditions, and that a 
loan might be considered to be o\ crduc only three months after its due 
date We may also note here that the Fertiliser Credit Committee (1968), 
which had gone into this question, suggested that the possibilities of 
selective relaxation of this condition might be kept m mind and re- 
examined with reference to old and well-proven principles as well as 
the new’ context of greatly intensified agricultural production and 
recommended, in particular, as follows 

‘Our specific recommendation, therefore, is that the question be 
examined by die Rescue Bank widi a view to considering ir the 
condition of non-o\ crduc cover cannot be relaxed, in appropnatc 
circumstances and subject to the necessary safeguards, in H V P. 
and other programme areas for facilitating the financing of the 
supply of fertiliser and odicr inputs Tins may well imply, though 
we would not be dogmatic on this point, that a part of the credit 
limit from the Rescue Bank — and at different points all along 
the line — wall be exclusively allocated for the supply of inputs 
on credit to the cultivator Further, any arrangement of this nature 
should be such as helps to ensure that non-defaulting and new 
members of agricultural credit societies, as also those members who 
have defaulted as a result of factors beyond their control, arc enabled 
to draw die required inputs on credit, even if the co-operative 
structure in the area as a whole is, for reasons beyond its control, 
unable to satisfy the condition of non-ovcrduc cover ’* 

48 On a review of the entire question, we have come to the conclu- 
sion that the condition imposed by the Reserve Bank in regard to non- 
overdue cov cr is a salutary' measure which should help ensure that the 
expansion of operations of the co-operative credit structure docs not 
impair its operational efficiency' It also helps to prevent any danger of 
the assets of the central bank of the country being considered as 
insufficicndy liquid Further, this condition assumes special significance 
in the context of the almost universal trend of rising ovcrducs Special 
exemption from the condition in the context of natural calamities and 
resulting crop failure was understandable at a time when stabilization 
arrangements on the required scale were not forthcoming The expe- 
rience of the last few years and the specific recommendations which we 
have made in regard to conversion facilities should, however, make it 
possible in future for ovcrducs resulting from crop failure to be taken 
care of more promptly and adequately than m the earlier years We 
therefore consider that this problem will be faced m future mainly in 


1 Report of the Fcruliscr Credit Committee, 1968, p 228 
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relation to o\ erdues arising from factors other than crop failure These 
can be either long-standing o\ erdues or current o\ erdues We have 
earlier recommended measures to tacldc both these types of arrears 
Specifically, ne have suggested that efforts be made firstly, to improve 
the general recovery performance, secondly, to identify old and long- 
standing o\ erdues and tackle them through coercive processes or by 
com crsion or writing off and, thirdly, to strengthen the own resources 
of banks by mobilizing deposits to a larger extent than hitherto and 
obtaining aids like special deposits of government funds If steps on 
these lines are taken and stabilization arrangements are streamlined, 
vc do not sec why the co-operative banks should find it difficult to 
satisfy the condiUon of non-overdue cover It is through such many- 
sided action that the banks can place themselves in a position to make 
the fullest use of the accommodation forthcoming from the Reserve 
Bank Wc hope that, when the central banks find themselves handi- 
capped in this respect, their managements will be vigilant and promptly 
take such corrective measures as are necessary We are therefore in 
fa\our of the Reserve Bank continuing its insistence on the condition 
of non-o\crduc cover 

49 Wc have also examined the various expedients by way of 
relaxation of this condition winch have been put forward from time to 
time and find that adoption of any of these would amount, in effect, 
to its total withdrawal For example, to waive the condition of non- 
ov crduc cot cr for three months as suggested would imply that the banks 
concerned will be in a position to draw on the limits and build up 
non-o\ crduc cot cr by providing resources for the repayment of earlier 
loans Similarly , to hat c separate limits in land and cash and to treat 
onlt defaults on the cash limits as ot erdues is not, m our view, a 
realistic arrangement Nor avail it be sound from the point of view of 
the discipline of co-operatite credit or of the financial position of the 
institutions if inputs arc to be provided on credit to defaulters even 
vlulc diet arc denied credit in cash As wc have stated earlier, default, 
" hether on the limits in cash or kind, is an equally unsatisfactory feature 
and should be dealt with stnedy if the channels of co-operative credit 
arc not to be choked and the institutions are to be in a position of 
continuing scrviceabilit) Further, wc have suggested various measures 
of operational flexibility, which should make it possible for the flow r of 
credit to be lept uninterrupted c\cn in the event of defaults by certain 
individuals or certain societies 

50 The total impact of the imposition of the condition of non- 
o\ crduc co\cr is, in our view’, wholesome In fact, wc hope that this 
stipulation wall spur the banks on to greater efforts by way of both 
depout mobilization and improved recovery and that gradually they 
will get used to the discipline which it implies Wc have inchested in 
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more than one context the need for a large volume of institutional 
credit being provided for agriculture m the coming years but a basic 
condition for tlus to be achic\ cd is that the institutional structure which 
is being built up should be sound and strong on an enduring basis. A 
relaxation of tins condition, m our view, may result m damage to the 
interests of the co-opcrati\c credit structure in the long run c\cn if the 
immediate cflcct may be that of enabling it to lend larger amounts in 
a particular season or two 

Dependence on (he Resetre Ban k 

51. As we hare stated earlier, it has been recognized from the outset 
that, m the initial stages of building up the co-operative credit structure 
m the different parts of the country , a substantial volume of resources 
may have to be provided by the Rcscr\c Bank However, it was 
assumed at the same time that, as the institutions grew in terms of 
turnover, liability and operational efficiency, they would be able to 
build up larger resources on their own by mobilizing deposits and 
progress^ cly reduce their dependence on the Reserve Bank, c\cn 
though die Bank might not reach the position of a lender of last resort 
in the foreseeable future so far os diese banks were concerned We 
have given in the last chapter data which throw light on the increase 
which has occurred over the years in deposits and owned funds of state 
and central co-opcrati\c banks and noted the fact that there has been 
no appreciable decline in the proportionate extent of dependence on 
borrowings In this chapter, we propose to consider whether any 
special steps can be suggested for encouraging a progressive increase 
m die reliance on own resources and a proportionate decline on 
borrowings from the Reserve Bank 
52 We would, at the very outset, point out that the reduction m 
the extent of dependence on the Reserve Bank is not, in ever)' ease, a 
measure of the progress made by the banks m attracting deposits or 
building up share capital In some eases, it is the rising level of ovcrducs 
which has reduced the ability of co-operative banks to draw on the 
accommodation from the Reserve Bank, as we have noted earlier On 
the other hand, in some eases, despite an absolute nse in deposits, the 
dependence on the Reserve Bank lias gone up steeply because the 
demand for production credit or credit for other co-operatively orga- 
nized activities has increased appreciably in the context of agricultural 
programmes These apart, there are also some methodological diffi- 
culties involved m assessing precisely the extent to which the Reserve 
Bank has been contributing to the total co-operative agricultural short- 
term and medium-term credit advanced by the primary agricultural 
credit societies For example, while at the primary level it is a loan 
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which is advanced to the member for a fixed period of about a year, 
the accommodation at the Resene Bank level is almost like a cash 
credit with each drawal being treated as a loan repayable at the end 
of one year Nor is it easy to compare the figures of outstandings The 
data on outstanding loans are available for the primary societies, 
only as at the end of the year whereas the maximum outstandings both 
at this lev el and at the Reserve Bank level might be on different dates 
during the year depending on the crop pattern, the extent to which 
seasonality has been adopted and unnecessary drawals on the Reserve 
Bank’s credit limits are avoided, and so on Despite these limitations, 
the following table attempts to compare the amount owing to the 
Reserve Bank by the state co-operative banks -with the outstandings of 
primaries to their members between the years 1962-3 and 1967-8 


Table 4 


Proportion of Co-operative Credit accounted for by Reserve Bank Finance 

Rj Crores 



4i a 

30 Jurj 

Amount oj.wz to the Reserve Bank by 
all Stale Co-obnalre Banks for 
Acnrultural purposes 

Outstandings 
to Primaries 
from their 
Members 

Pmtnla^t 
of Col (4) 
to Col (5) 

Skorl-lrrm 

Medtum term 

Total 


(1) 

(2) 

(3) 

W 

(5) 

(61 

I9G3 


124 28 

10 56 

134 84 

302 78 

44 5 

1964 


146 55 

13 00 

159 55 

342 93 

46 5 

19G5 


150 54 

14 32 

164 86 

370 71 

44 5 

106G 


143 73 

14 96 

158 69 

426 90 

37 2 

19G7 


135 38 

15 41 

150 79 

477 46 

31 6 

19o8 


138 37 

16 37 

154 74 

519 87 

29 8 


It is observed that the 7 ear-end outstandings to the Reserve Bank are 
on the decline and the proportion of such outstandings to the out- 
standings at the primary level also show’s a steep fall from year to year 
from 30 June 1964 As we have stated earlier, part of the explanation 
for these figures consists m the fact that the outstandings at the end of 
the year arc not the maximum Partly this also shows that, in view of 
the condition of non-ovcrduc cover, an increasing proportion of the 
outstandings at the primary level have inevitably’ to come from the 
own resources of the co-opcrativc banks 

53 It is instructive to consider comparable figures at the state level 
for the vears 1965-6 and 1966-7 which arc given in the following 
table 
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Table 5 

Extent of Dependence of Co-operatives on the Reserve. Bank for Short-term 
Agricultural Credit 1965-6 and 1966-7 


Rs Crorcs 


1965-6 1966-7 


State 

Co-operative 

Bank 


(1) (2) (3) (4) (5) (6) (7) 


Andhra Pradesh 

11 

54 

20 

58 

56 

1 

11 

29 

20 

91 

54 

0 

Bihar 

2 

27 

5 

47 

41 

5 

4 

80 

6 

58 

72 

9 

Gujarat 

21 

98 

45 

63 

48 

2 

22 

11 

51 

59 

42 

9 

Kerala 

3 

47 

9 

46 

36 

7 

3 

26 

10 

60 

30 

8 

Madhya Pradesh 

14 

38 

29 

34 

49 

0 

13 

91 

32 

46 

42 

9 

Maharashtra 

41 

85 

86 

22 

48 

5 

45 

78 

98 

88 

46 

3 

Mysore 

10 

45 

20 

68 

50 

5 

11 

23 

24 

44 

45 

9 

Onssa 

4 

36 

8 

25 

52 

8 

4 

76 

11 

64 

40 

9 

Punjab 

10 

01 l 

26 

37 1 

38 

0 

12 

05 1 

32 

77 1 

36 

8 

Rajasthan 

5 

59 

8 

30 

67 

3 

4 

90 

9 

19 

53 

3 

Tamil Nadu 

19 

87 

36 

07 

55 

1 

16 

09 

30 

74 

52 

3 

Uttar Pradesh 

20 

41 

45 

75 

44 

6 

18 

44 

47 

73 

38 

6 

West Bengal 

4 

98 

9 

69 

51 

4 

6 

08 

11 

95 

50 

9 


1 Inclusive of figures for Haryana. 


Maximum 

Out- 

standings 

under 

the 

Limits 


Total 
ST 
Loans 
Out- 
standing 
at the 
Primary 
Lecel 


Per- 

centage 

°f 

Col ( 2 ) 
to 

Col (3) 


Maximum 

Out- 

standings 

under 

the 

Limits 


Total 
ST 
Loans 
Out- 
standing 
at the 
Primary 
Level 


Per- 

centage 

°f 

Col (5) 
to 

Col {6) 


It is observed that here again the extent of dependence on the Reserve 
Bank has gone down considerably m most states judged by the primary 
level figures The proportion is more than one half only m the states 
of Andhra Pradesh, Bihar, Rajasthan, Tamil Nadu and West Bengal 
These figures are somewhat out-of-date because they give the position 
only up to 1966-7 Further, they do not represent a total view of the 
responsibilities of the co-operative banks which have to finance not 
only agricultural credit societies but also others We would, therefore, 
invite attention to another set of figures given in Table 6 which 
shows the proportion of loans made from own resources of central 
co-operative banks as on the last Friday of June 1968 to their total 
loans, 1 e , including loans to all types of co-operatives 
” ulc lor , thc countr y as a whole, a little over one half of the total loans 
is seen to have come from own resources, this proportion is less than ro 
per cent m a majority of states, 1 e , in all states except Gujarat, Kerala, 
Maharashtra and Tarn] Nadu We consider it necessary to go into 
s data in further detail with reference to the position of individual 
institutions and, therefore, present in Table 7 a classification of 
central banks according to the extent of dependence on borrowings 
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Table 6 


Profortion of Loans hade out of Own Resources of Central Co-operative Banes 
to Total Outstanding Loans as on the last Fridas of June 1968 

Rs Crores 


Sills 

Total Loans 
Outstanding 
against Societies 

Loans made 
out of Own 
Resources 

Percentage of 
Col (3) to 

Col (2) 

(I) 

(2) 

(3) 

(4) 

Andhra Pradesh 

30 

88 

14 

55 

47 

1 

Assam 

5 

24 

1 

01 

19 

3 

Bihar 

17 

41 

5 

14 

29 

5 

Gujarat 

64 

38 

45 

06 

70 

0 

Harvana 

11 

43 

5 

31 

46 

5 

Himachal Pradesh 

0 

75 

0 

59 

79 

2 

Jammu &. Kashmir 

2 

24 

0 

27 

12 

0 

Kerala 

18 

61 ' 

10 

52 

56 

5 

Madhya Pradesh 

53 

51 

18 

47 

34 

5 

Maharashtra 

121 

93 

77 

05 

63 

2 

Mysore 

46 

07 

22 

83 

49 

6 

Orissa 

14 

78 

6 

76 

45 

8 

Punjab 

28 

46 

11 

68 

41 

0 

Rajasthan 

12 

84 

5 

04 

39 

3 

Tamil Nadu 

51 

10 

27 

17 

53 

2 

Uttar Pradesh 

54 

14 

23 

72 

43 

8 

\\ est Bengal 1 

14 

68 

5 

48 

37 

3 

All India 

548 

45 

280 

65 

51 

2 


1 Excluding figures relating to one bank. 


Table 7 

Classification of Central Co-operative Banks according to Percentages of Loans 
frost Own Resources to Total Loans Outstanding 


(As on the last Fridas of June 1968) 


Sta'e 

Up to 

30 per 

cent 

31 per 
cent to 

50 per 
cent 

51 per 
cent to 

60 per 
cent 

61 per 
cent to 

70 per 
cent 

Ibore 
70 per 
cent 

Total 

A umber of 
Banks 

(i) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Andhra Pradesh 

1 

16 

5 

2 

1 

25 

Assam 

6 

9 






8 

Bihar 

14 

12 



1 

1 

28 

Gujarat 

— 

3 

2 

3 

10 

18 

I laryana 

2 

4 

2 

1 

I 

10 

Himachal Pradesh 

— 







2 

2 

Jammu & Kashmir 

3 








3 

Kerala 

— 

4 

I 

3 

1 

9 

Madhya Pradesh 

15 

25 

2 

1 


43 

Maharashtra 

— 

4 

7 

7 

7 

25 

Mn r c 

— 

11 

5 

3 



19 

On a 

1 

9 

4 

2 

I 

17 

Punjab 

6 

7 

I 

1 

2 

17 

Raj is han 

Q 

11 

4 

1 



25 

T amil Nadu 

— 

4 

5 

4 

3 

16 

Uttar Pra Irsh 

7 

28 

7 

4 

7 

53 

Wc-.t B-n-al 1 

9 

G 

I 

1 

3 

20 

"fiT\L 

73 

ItG 

46 

34 

39 

338 


1 I scliiji"- data relating to one central bank 
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It is observed that only 119 out of 338 central co-operative banks 
depend on their own resources for more than half of their loan business 
In fact in the case of 73 banks, the contribution of own resources to 
lendings does not exceed 30 per cent. We further observe that tins 
phenomenon is not restricted to co-operatively less developed states 
or institutions which have not attained viability For example, even m 
co-operatively developed states such as Andhra Pradesh and Mysore, 
a large number of banks depend on borrowings for more than 50 per 
cent of their loan business Even among the banks numbering 178 
which have attained a loan business of Rs 1 crore and which can be 
assumed to have reached a stage of viable working and to be command- 
ing public confidence, as many as 94 institutions depended on borrow- 
ings for more than half of their loan business Of these, 20 banks were 
from Madhya Pradesh, 14 from Uttar Pradesh, 12 from Punjab and 
9 from Mysore 

54 It is not necessary to elaborate once more what we have re- 
ferred to earlier, namely, the lack of effort and enterprise on the part 
of co-operative banks in attracting deposits While we appreciate that 
the disparities in achievement do represent to some extent differences 
in deposit potential, tins does not by itself explain the poor results 
achieved in tins respect in certain areas The fact that in some states, 
such as Punjab, commercial banks have been able to attract large de- 
posits in a short period of intensive effort and the fact that agriculture 
is fairly prosperous and remunerative m these as well as other areas like 
coastal Andhra, are sufficient to indicate that there is considerable 
scope for a greater dnve to mobilize deposits than the co-operative 
banks have generally displayed The range of effort involved in deposit 
mobilization comprises various elements such as extension of branch 
banking, efficient and prompt provision of various banking services, 
improvement in quality of personnel, vigorous propaganda and 
promotion of banking habits m the rural areas While these are factors 
with which we deal elsewhere, it is relevant to state here that, m certain 
areas, the incentive for deposit mobilization has been affected by the 
availability of credit from the Reserve Bank at a concessional rate, as 
own resources raised m the form of deposits are cosdier as a source of 
funds, especially where the savings and fixed deposits on which more 
interest is paid constitute a large part of the total deposits In the case 
of state co-operative banks, the savings, fixed and reserve fund deposits 
account for a little over 60 per cent of the total, the proportion being 
particularly high in states such as Andhra Pradesh (81 per cent), 
Tamil Nadu (74 per cent) and Gujarat (71 per cent). At the central 
bank level, savings and fixed deposits are almost equally important 
for the country as a whole accounting as they each do for about a third 
of the total. These together with reserve fund deposits account for 



728 ROLE OF THE RESERVE BANK OF INDIA 

over 70 per cent of the deposits of central banks in all states except 
Andhra Pradesh, Assam, Jammu and Kashmir, Kerala, Maharashtra 
and Mysore As the rate of interest paid on the fixed deposits is usually 
5 J per cent to 7 per cent as compared with the concessional rate 
charged on borrowings from the Reserve Bank (3 per cent to the apex 
bank and 3 A to 4 per cent to the central banks) and as there is a pressure 
to advance loans to agricultural credit societies at relatively low rates 
such as 5I per cent to 6 per cent, the banks find it more worth while 
to borrow from the Reserve Bank for making such loans rather than 
to raise deposits, since in the latter event, their margins are likely 
to be narrower The alternative is for the banks to employ the funds 
raised by way of deposits, m relatively remunerative ways such as the 
financing of co-operative marketing, processing and other units on 
the loans to which central banks earn a larger margin 

55 Here again, as we have indicated earher, the condition of 
minimum involvement imposed by the Reserve Bank has someumes 
restricted the freedom available to co-operative banks to finance 
such non-credit societies though, in principle, the Bank allows for the 
commitments of central banks in respect of credit to institutions other 
than agricultural credit societies, provided they are not of relatively low 
priority like non-agncultural credit societies While we shall deal 
separately with this condition, the fact remains that, by and large, the 
rate of interest charged on the Reserve Bank’s loans at present is such 
that it affects the incentive for co-operative banks to mobilize larger 
deposits In tins connexion, we would also invite reference to the 
observations made in the report of the Study Group of the National 
Credit Council on Deposit Mobilisation by Commercial and Co- 
operative Banks set up in July 1968 We reproduce below their observa- 
tions in full in view of their importance 

1 A related point in this connexion is the role of interest rates m the 
cfTorts of co-opcraUvc banks to mobilise deposits It has been pointed 
out that with the heavy dependence of the co-operative banks on 
concessional refinance from the Reserve Bank — often at rates 
well below what they would have had to pay for deposits, the mccn- 
tnc for deposit mobilisation by them may be weakened There may 
be some truth in this view As Reserve Bank refinance is, m a sense, 
a form of deficit financing, it is necessary that the co-operative banks 
gradually become self-reliant especially m view of the increasingly 
large credit demands on them The availability of Reserve Bank 
refinance on concessional terms may, therefore, not be continued 
lndcfimtch After an initial penod of a few years (to be determined m 
respect of each bank) the rate of Reserve Bank refinance could be 
linlcd with the co-opcrati\c banks’ own efforts to mobilise deposits 
The Group would like to stress that such action should reward such 



SHORT-TERM \ C C O ’» V O D AT I O X' 7-9 

of there co-operative banks v.hich have succeeded in mobilising 
more deposits We arc aware that the svstem o r ‘ minimum imoKc- 
ment ’ operated bv the Resen c Bank to determine the amount of 
refinance docs lay stress on the co-opera ti\ cs making efTort to mobi- 
lise deposits but we belies c that this could, with advantage, be 
buttressed b\ action also m respect of refinance rates. The Group is 
also aware that the limitation on the lending rates of co-opcratnc 
banks in respect of agricultural finance induces them to seek recourse 
to Resen c Banl finance to lower their average cost of borrowing m 
relation to lending rates. If the limitation on lending rates in this 
manner comes m the was of deposit mobilisation on the part of co- 
operative banks, the Group suggests that the co-operatives should 
he encouraged to explore avenues for more non-agncultural finance 
where interest rate ceilings do not opplv without, at the same time, 
cutting into their lending for agricultural purposes.’ 1 


Prep^ sed Ireer, tires end Disincentives 

56 It is clear that one of the weaknesses of the present system of 
concessional finance for co-operative banks is the in-built encourage- 
ment which it ofTers to such banks to borrow from the Reserve Bank 
rather than to trv and get deposits The increasing dependence of the 
institutions on the Reserve Bank which results from this situation 
is not consistent with an important objcctiv c of policv , viz , the gradual 
promotion of self-reliance with a new to eventual elimination of 
cxccssne recourse to the Reserve Bank. While vie do not favour anv 
abrupt or substantial reduction in the existing concessions md appre- 
ciate the practical difficulties Iihclv to be faced in bringing it about, we 
do believe that a stage has come when a beginning should be made 
with action vs Inch wall restore the incentive to the co-opcratnc banks 
to rai'C more and more deposits and provide a disincentive in respect 
ofborros ang from the Reserve Banl \t the same time, it is necessary 
to .allow for the obvious fact that the dcnosit potential vanes from area 
to area Allowance has aho to be made for the fra that the banks arc 
no; all at the same <ta^c of development. It mav be argued that the 
demand for larger agricultural Irrdmt; is itself an md cato- of the 
deport potential o r a cooocrativc central bank, but it has to be 
rreoco'-ed that some time mav cbp c bcfo-c mere as agricultural 
c.coit can lead to brec' p-odret on. b-gcr mccres, rreMer fo.s o r 
such fin in 10*0 t l c bird mg ^ r ~, ^ < 0 fo-th All thrsefneto': s^gest 
th 't, m am <chaoc o r incentives c-r n-’gM devase, 1: ’s nccess'-v to take 
an it bvnh al view o^ch b-rk wnh rVc-c-cc to its present n- non 
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and future possibilities and that this review has to be an annual 
exercise It is also clear that m the initial stages a sympathetic and 
understanding approach should be adopted m determining what might 
be expected of a central bank The arrangements which we propose 
ha\c to contain incentives as well as disincentives broadly directed 
towards the following aims 

(l) To make the Reserve Bank borrowing costlier in the event of 
the central co-operative banks concerned failing to mobilize deposits 
which can, reasonably, be assumed to be within the limits of their 
capacity 

(11) To reward the central bank for raising the prescribed minimum 
lev el of deposits, m the form of a reduced cost of borrowing 

(m) To reduce the present extent of concession in the rate charged 
to state co-operative banks and to that extent generally reduce the 
inducement to borrow from the Reserve Bank 

(iv) To make it attracts e to banks to raise more deposits by enabl- 
ing them to increase their advances for remunerative business such 
as the financing of co-operatives other than agricultural credit 
societies 

57 Specifically, w r c propose the following steps 
(1) Wc recommend that the Reserve Bank should, at the beginning 
of each accounting year, set a target for each central bank m respect 
of the amount by which it should increase its deposits dunng that 
vear It is true that it will not be an easy task to fix these targets and 
also that there is hkcly to be considerable argument as to whether 
a particular target is appropriate At the same time, there is, in our 
new-, no escape from taking an individual view of the deposit 
possibilities for each bank as conditions vary widely from bank to 
bank and area to area Deposit potential is not the same at all centres 
Lien if agricultural lending is to be taken as an indicator of the 
deposit potential in view of the larger agricultural income to which 
such lending might lead via production, allowance has to be made, 
as wc have stated earlier, for the inevitable time-lag and the diffi- 
culties faced before larger incomes can be translated into deposits 
The co-opera ti\ c banks arc hardly at the same stage of develop- 
ment in c\ city' area and the progress which they have made in build- 
mg up proper machinery in the form of personnel, branches and 
experience in offering banking services vanes from institution to 
insUtution Moreover, there arc in certain areas advantages derived 
from goicmmcntil action, eg, in the form of deposits of quasi- 
goicmmcnt institutions like ztlla panshads, which may not be 
available elsewhere Further, in certain areas, deposits might have 
reached a level at which any further increase may be slow and 
difficult It is, therefore, necessary for the Reserve Bank to take a 
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view of the position of each central co-operative bank and fix the 
target after considering all relevant data which would throw light 
on the deposit potential, the operation of commercial bank branches 
in the area and the deposits mobilized by them, the stage of develop- 
ment of the bank, the previous rate of deposit growth, etc Advant- 
age can also be taken of such deposit projections as the central co- 
operative banks might be making on their own and the views of the 
state government and the apex bank. Care should also be taken, 
c g , by insisting on figures of quarterly averages of deposits to see 
that no advantage is derived from any artificial inflation of deposits 
of the affiliated co-operative societies though we do not suggest that 
the deposits of co-operatives should be ignored m this context We 
suggest that, m fixing the deposit targets, the Reserve Bank might 
show special consideration for central banks which are at a relatively 
early stage of their groivth and are located in areas which are 
relatively less developed in the aspects of co-operative credit and 
agricultural dc\ elopment 

(») It should be stipulated that if the central bank reaches or 
exceeds the specified target, it will be charged interest at 1 per cent 
below the concessional rate generally charged for such finance, 
on its borrowings from the Reserve Bank during the year On the 
other hand, the rate charged will go up if the bank fails to achieve 
the target If the shortfall is less than 50 per cent of the target, the 
bank would be charged an additional rate of per cent above the 
concessional rate and if the shortfall is more than 50 per cent, the 
additional rate would be 1 per cent. 

(111) Since the reward or the penalty has to be based on the per- 
formance during the year, a new should be taken in this regard 
after the close of the year and depending upon the bank’s record, 
it should be gi\ cn a rebate on the interest which it has already paid 
to the Reserve Bank or should be called upon to pay the additional 
penal interest over and above the normal rate which it has already 
paid The procedures and documents should be so designed as to 
make this arrangement possible 

(ip) We also recommend that the concession which is now available 
to the state co-opcrauvc banks in respect of the rate of interest 
on short-term agricultural loans should be reduced from 2 per cent 
which is the present level to 1 1 per cent. In other words, the cffcctnc 
rate will be increased from 3 per cent to 3 7 per cent, gnen die Bank 
Rate of 5 per cent This, howcicr, would be a notional rate at 
winch interest will be paid during the year by a state co-opcratnc 
bank to the Rcscn c Bank pending adjustment at the end of the 
i car on the basis of the formula which ivc liai c suggested earlier. 
If a particular central bank has fulfilled its target of deposit increase,' 
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the effcctn e rate to the apex bank on the borrowings made on behalf 
of that central bank will then be 3^ per cent minus * per cent, 1 e , 
3 per cent which is the same as at present On the other hand, if 
the bank fails to achieve the target, but fulfils half of it or more, the 
rate will be 3^ + 1 e , 4 per cent In other cases, that is, when the 

bank fails to reach even half of the target, the rate will, m effect, be 
3 1 i j 1 e , 4^ per cent We do not contemplate that this should 
cause any undue difficulty in practice For all the drawals in respect 
of central banks which are able to achieve their deposit targets, the 
rate to the apex bank will, in effect, continue to be what it is at 
present For others, it may go up by 1 per cent or in extreme cases 
by 1 2 per cent We expect that this step will narrow the gap bet- 
ween the cost of borrowing from the Reserve Bank and the cost of 
deposit money We consider that it should ordinarily be possible for 
the small increase in the rate paid to the Reserve Bank (in those few 
cases in which it might occur) to be absorbed by the margins at one 
or more tiers of the co-operative credit structure and that it may not 
be necessary to raise the rate charged to the cultivator merely on 
this account 

58 Wc believe that this framework of measures will together have 
a salutary influence on the co-operative banking structure without 
unduly upsetting the existing arrangements and provide an incentive 
to the banks to mobilize larger deposits While we suggest this as an 
initial set of steps, the Reserve Bank may take a view of these arrange- 
ments after they have worked in practice for a few years and so modify 
them from time to time as to achieve the optimum effect from the point 
of view of deposit mobilization While we see the difficulty of bringing 
about any sudden and steep increase m borrowing costs, it should be 
possible to move further in this direction over a period of years For 
example, we hope that, as years pass, it will be possible for the Reserve 
Bank to make more and more precise estimates of the deposit potential 
and fix appropriate targets Further, any changes m borrowing rates 
"all be easier for the co-operative banks to absorb when they begin 
to operate at higher levels of turnover 


Minimum Involvmtnt 

59 As vc have said earlier, one of the conditions attached to the 
short-term accommodation for agricultural purposes from the Reserve 
Bank m certain cases is what has come to be known as the condition 
oT minimum imohement The basic considerations underlying its 
imposition arc tsso The first is that those institutions which have a 
comfortable own resources position after allowance is made for their 
other responsibilities should be expected to reduce their dependence 



SHORT-TERM ACCOMMODATION 733 

on borrowings from the Reserve Bank for agricultural credit and 
increasingly involve their own resources in that business The other 
underlying principle is that if a certain corpus of resources is assured 
for agricultural credit, it can be ensured that the banks absorb their 
overdues m their own resources and are enabled to operate on the 
Reserve Bank’s credit limits without any interruption, while satisfying 
the condition of non-overdue cover. Partly because of the suddenness 
with which this condition was introduced and partly because adequate 
allowance had not been made in certain areas for the demands on the 
co-operative banks from co-operatives other than agricultural credit 
societies, there was some dissatisfaction on the part of the individual 
co-operative banks, and the view was voiced by the Federation of 
State Co-operative Banks that the imposition of this condition was 
causing considerable difficulty This pomt of view was also urged 
before our Committee m the course of our discussions with state repre- 
sentatives. We find that there has been greater understanding m this 
regard in 1968-g and that the central co-operative banks have been 
given an opportunity to consider the Reserve Bank’s proposals m 
regard to tins stipulation and invited to indicate the difficulties if any 
which they had m observing this condition. In some instances, the 
minimum involvement was jointly fixed for the central bank together 
with the state co-operative bank. It is expected by the Reserve Bank 
that, as a result of the imposition of this condition, there will be a pro- 
gressive diversion of resources to production purposes where the 
involvement of a bank m non-agncultural loans of relatively low 
priority, e.g , those to employees’ co-operative credit societies and 
urban banks, is disproportionately large and that the banks mil be 
prevented from drawing unnecessarily on the Reserve Bank’s credit 
limits 

60 On a review of this issue, we have come to the conclusion that 
while the general principle underlying this condition is salutary, its 
actual implementation calls for considerable flexibility. It is important 
that progressively the dependence of the institutions on the Reserve 
Bank funds should be reduced, but allowance should also be made in 
this context for the responsibilities of the central banks for the financing 
of co-operatives other than agricultural credit societies which are 
affiliated to them. The fact also remains that, to the extent that their 
own resources are involved m agricultural credit business, the financial 
advantage to the central banks is not as attractive as it would be if 
they used the funds borrowed from the Reserve Bank for the purpose 
or if they employed such own resources m financing co-operatives 
other than agricultural credit societies. We have already suggested 
measures for ensuring that there is a built-in incentive for the co- 
operative banks gradually to reduce their dependence on the Reserve 
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Bank by being required to build up deposits to certain lev els under a 
related system of incentives and disincentives Any specific condition of 
minimum imohement assumes a new and somewhat hmited signi- 
ficance in this context. Firstly, if more deposits are required to be 
mobilized under the scheme proposed b\ us, they are bound to be 
used for pnma fane legitimate purposes, viz , financing of v anous 
activities organized on a co-operative basis It should be possible to 
ensure through other safeguards, such as those which already exist, that 
wlule large funds are drawn from the Reserve Bank, the co-operative 
banks do not maintain unvs arrantedly large deposits with commer- 
cial banks SeconcUv, it is important to permit some flexibility in the 
manner in which a co-operative bank deploys its own resources, parti- 
cularly because the use of such funds for financing co-operatives 
engaged in activities like marketing, processing and distribution might 
bnng in more income to it Thirdlv , the size of overdues being w hat it is, 
the condition of non-overdue cover should itself ensure a minimum 
involvement of the funds of the co-operative banks in agricultural 
credit business, at least to the extent of the ov erdues These are some 
of the factors which have to be kept m view by the Reserve Bank in 
taking a decision as to whether m any particular case it should impose 
a stipulation regarding minimum involvement It is always within its 
right for the Bank to prescribe, for a co-operative bank as indeed for 
an^ other institution in the banking system, an appropriate order of 
priorities for the deployment of that bank’s resources This is parti- 
cularly true in the case of the co-operativ c banks as they heavily depend 
on the Bank for funds It will be for the Rescrv e Bank, on a review of 
the position of individual banks, to decide whether anv institution is 
cmploving a disproportionate share of its own resources in financing 
purposes of low priority and to stipulate that the concerned bank 
should involve a specific amount out of such resources in the business 
of agricultural credit While therefore conceding that it should be 
open to the Rescrv c Bank to make a stipulation in tins respect, we are 
confident that it wall not do so, unless it is satisfied that the need for it 
exists in the particular instance even after all the other steps mentioned 
earlier have been taken 


Seasonality 

6 1 There has been an increasing insistence on the importance of 
scasonalitv m lending and repayment of co-operative agricultural 
credit, follovang the adoption of the crop loan system The extent to 
which the principle is being implemented, however, differs from area 
to area and institution to institution A logical corollarv to the adopuon 
of this pohev at the pnmarv level is that there should be a roughly 
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SHORT-11 RM At rOMMOl) M ION 7‘17 

Btnk arc related to the month* in svhnh tin re is a largr demand fi>t 
funds on account of ngiirultur.il operation* md it pas mints oreur tn 
the month* follow mix har\t*l It 1* true tint the extent to which and 
the point of time at which a *t ite vo-opt i.itisr h ink In* reconi *e to 
tin. Reserve Rank for auommodation i* not dt pendent mils on seasona- 
lly but on it* resource* position However, suite so lar a* the to* 
optritm bulk* ait tomerned. tlic Rt snve Itmk is lfanlv substantial 
financier, groitci distiphiu in the opri.ation* on the limit* Irom tin 
Rank i* called for 

S( , />7ii lie / trt(f for RioS'ithon rul \lnrfftniQ 

Gj One nicisim wlmli we would recommend in tin* connexion is 
that the credit limit* should be sinrttonrd separate 1\ for seasonil 
agricultural operation* and marketing or crop* We foiesre tint the 
limns for financing co-oper Hive m irkctmg will liicreasint’K be sought 
from the State Rani of India and n* subsulnrirs a* il*o other tom- 
mcrual bank* ruher than from the Rescue R ml thoueh. a* we hist 
indicated elsewhere, there are incuinstmce* m wlmli thr Rt verst 
Rank has to conic to the ud of to opci tine marl rung sonnies 1 his 
apart, from the point of view of eiiainmj th it the limit* .are * im tinned 
after taking into account the crop tonthtion*, the extent of surpluses 
to he handled, etc , it i* belli r th it such limit* h tve an ult nuts oT their 
own Flu* mas also become rclrsant from thr point or sicsv of eh input; 
a nttc of interest svlneh is apprtipriatc to that 1 md or bminr-,* inMt ul 
of making it uniform for production credit and marktimg (inline It 
will he for the to-opcratise buds to establish a case for their rrr|iurc- 
incnts of marlniug finance and the term* on svhich ihcv might he met 
ssitli reference to the situation in the case of each hank and the solumc 
of produce which is ldcly to he handled on a co-opcr.ittsc basis Wc 
also belies c that this change will help to reduce the possibilities of 
book adjustment* m the operation of the limit* and gcncrall) ficilitatc 
the adoption of sexsonahty in the matter of production credit at the 
Rescue Rank and other lex els 

Seasonal Restriction! <m Diauals 

G4 The ficxibilus winch is now asailablc m the matter of operating 
short-term credit limits is such that a central hank with large overdue* 
can operate on them despite the condition of non-ov< rduc cover 
provided it has a sin ill amount of its own to lend in the first instance 
As sve havr said, such flexibility is justifiable if the additional finance 
provided bj the Reserve Rank is only a small fraction of the total 
funds advanced to agricultural credit societies or if it is available on 
the same terms as those on svhich own resources can be raised The 
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fact is that the rate of interest charged on the accommodation from the 
Rcscn c Bank is reasonably low and for that reason, there is a tempta- 
tion to utilize the limits fully irrespective of need We therefore recom- 
mend that, taking into account the crop pattern and conditions of 
seasonality w hich obtain m the area of each central co-operative bank, 
the Rcscne Bank might specify certain months of the year during 
which no drawals on their credit limits would be permitted We trust 
that this will help to bring some orderliness m regard to the operations 
on the Rcscn c Bank’s credit limits and ensure that these are related to 
seasonally of production It is also relc\ant to note here that, as we 
have stated earlier, the facility under which each draw al is treated as a 
separate loan enables a central bank to maintain operations on the 
Rcscne Bank’s credit limits even w'hcn its arrears are nsing, as the 
amounts drawm can be used for building up non-overdue loans 
which, in turn, can be reimbursed While the system obtaining earlier, 
ic, before 1951, under which all amounts outstanding had to be 
repaid by 30 September each year w r as unsuitable from the point of 
view of the needs of the co-operati\ e banks, the present arrangements 
tend to the other extreme m flexibility We consider that it will be 
necessary in due course to draw' up a specific time schedule for drawals 
and repayments for each central co-operative bank taking into account 
the crops financed and the amounts advanced It is as a first step in 
this direction that we recommend that no drawals be permitted on 
the credit limits for a specified part of the year Wc further suggest 
that this be done in consultation with the banks concerned and having 
due consideration for the seasonality of crop conditions, credit practices 
in force, etc , so that there is no asoidablc dislocation or rigidity 

National Agricultural Credit (Long-term 
Operations) Fund 

65 Wc ha\e referred earlier in this chapter to the constitution of the 
National Agricultural Credit (Long-term Operations) Fund in the 
Rcscne Bank, following the recommendations of the Rural Credit 
Sunc> Committee The following table shows the utilization of the 
Fund ns on 30 June ig6g 


Table 9 

Nation \i Vricllti k \i Credit (Long-term OrrRAnovs) Fund as on 30 June 1969 

Rs Crorcs 


Unouit to the credit of the Fund 



155 

00 

Out tondinc drawals 





I-nars to state posemments for share capital contribution 

31 

47 



Medium term loan? to state co-operati\e banlt 

17 

60 



Contribution to rural debentures 

8 

97 

53 

01 

Iial'U'ce in the hund 



9G 

96 


long-term operations fund 
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Future Demands on the Fund 

66 We may mention here that in Chapter 27 we recommend that 
it should be made possible for the Agricultural Refinance Corporation 
to be financed from the National Agricultural Credit (Long-term 
Operations) Fund, by way of long-term loans or contribution to deben- 
tures which may be floated by it We have made this suggestion because 
one of the purposes of this Fund, as conceived by the Rural Credit 
Survey Committee, was to contribute to the special development 
debentures of central land development banks, and the responsibility 
for financing such schemes has been taken over from the Reserve Bank 
by the Agricultural Refinance Corporation after the establishment of 
the latter institution We also recommend in Chapter 25 that loans be 
provided for contribution to the share capital of primary land develop- 
ment banks As a corollary to these recommendations and in view of 
other emerging requirements, we suggest here that the Long-term 
Operations Fund may continue to be strengthened despite the apparendy 
comfortable position of the Fund at present We expect an increase in 
the access to the Fund under various heads as indicated by us in 
different chapters For example, measures of liberalization recendy 
adopted by the Reserve Bank in regard to the share capital loans for 
primary agricultural credit societies are themselves likely to increase 
the amount of loans sanctioned for tins purpose Further, as we have 
envisaged in Chapter 23, the medium-term loan issues of the primary 
agricultural credit societies during 1973-4 may be around Rs 90 crores 
which is almost twice the amount of such loans advanced by them 
(Rs 46 crores) in 1967-8 In view of tins the demand on the resources 
in the Fund on account of medium-term loans may also grow as the 
co-operative banks increasingly qualify for them, once they rationa- 
lize their lending policies in this field Further, the programme of 
rural debentures is expected to gather momentum All these, in our 
view, will add to the pressure on the resources available m the Fund, 
apart from the demand of Rs 50 crores from the Agricultural Refinance 
Corporation referred to in Chapter 27 Between 1961-2 and 1966-7, 
it was the practice to increase the contribution to the Fund from year 
to year by Rs 1 crore so that the level of contribution reached Rs 16 
crores for the year 1966-7 The contribution was, however, brought 
down to Rs 12 crores for each of the years 1967-8 and 1968-9 presu- 
mably m view of the substantial unutilized balance in the Fund and 
the large amount which had to be contnbuted to the National Industrial 
Credit (Long-term Operations) Fund We give m the following table 
a rough projection of the availability of resources m the National 
Agricultural Credit (Long-term Operations) Fund and the demands 
thereon taking into account also the probable repayments, assuming 
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that the contribution is raised to Rs 17 crores m 1969-70 and stepped 
up b% Rs 1 crorc in each of the subsequent years til! it reaches 
Rs 20 crorcs and maintained at that let el thereafter 


Table 10 

Pros mile Accretion's to snt) Drawals from the Nation \l Agricultural Credit 
(Long-term Operation's) Fund 

Rs Crorcs 








1969-70 



1967-8 


1968-9 


to 

1973-J 1 

(Estimates) 

\ Balance in the Fund at the 
beginning of the \ ear , period 


80 05 


87 


97 

B Additions to the Fund 

( 1 ) Accretions from Rcpa)- 
ments 







(a) Share capital loans 
(i) Medium term 
loans 

(c) Rural debentures 

3 89 

8 07 

0 24 


4 

8 


25 

60 

1 


( 11 ) Contribution at the end 
of the \ear/durmg the 
period 

12 00 

24 20 

12 

24 

94 

180 


C Dravvals on the Fund 

(a) Share capital loans 
(l\ Medium term 
loans 

If) Rural debentures 
(d Share capital loans 
for urban banks 
(r) /Assistance to Agri- 
cultural Refinance 
Corporation 


Balance at the end of the 

sear period 86 8-1 97 30 


1 Based on estimates for individual ^ears 
1 Including Rs 20 crores to be contributed on 30 June 197-4 
J Based on the relesant recommendation in Chapter 27 


7 25 


80 


9 12 
1 04 


100 

16 


— 17 41 


14 


50 J 


247 


67 In \icw of the demand which is likely to take shape in the coming 
) cars and our recommendation m fat our of a provision of Rs 50 crorcs 
for augmenting the resources available to the Agricultural Refinance 
Corporation, we recommend that annual contribution may be made 
to the National Agricultural Credit (Long-term Operations) Tund 
during the Fourth Plan period on the same basis as in the period 
following the recommendations of the Committee on Co-operative 
Credit (i960), 1 c , with an increase of Rs 1 crorc each year, till it 
reaches Rs 20 crorcs so that the annual contribution will steadily rise 



STATUTORY lONTROI, 7‘t 1 

from Rs 17 cron", m 1060 70 to Rs eo crorcs in toy-'- 1 ? u»l t*. mam- 
t-nnctl it tint lc\rl thereafter 

STATt'TOR\ COS’TROI 

Gil On the operitum of the <t ituton regulations In the Rrmi 
Bank in relation to the co-oprr.nn r hauls uc lease \en feu comments 
to offer. Wc consider tlu< mi important step forward m the mtcerotum 
of the banking wtrm of the countn and t <ilufir\ mcasurr from the 
point of new of tlic interest-; ot the depositors, c~pemUv is it consti- 
tutes the first '-tep towards tin! me the drpouts (if ♦ o-nprrult\ e ban! s 
eligible for ficilm of deposit insurance Wc ho]ie tint in due enure 
the sntc gmcrninrnts and the ro operatise binks tlirmschr* will 
fulls appreciate the usefulness of Mich rernl itton from the point o) 
new of ensuring the «oundne s of tlte worJttir of the institutions We 
0U0 hope ns wc in\c recommended in Ch ipter Jg, tint st \tr ro'.ern* 
ments will tile carls action to amend the Co operitnr Societies Nit. 
suitnhK *0 ns to ennhlr the extension of deposit in<ur itier to «o 
opernme Inn! s 


Lxtr~'.c~ cj C 'to-f 

Go It is in our new uerc Mrs to consider if the pros oiotr of the 
Bin! mg Regulation Vt nnv he extended to «rlei ted ari n ultur d ( rcdit 
sorieties w Inch offer \ arums Inn! ms; I lCilmr \\ e rxpeet th it fr idmlK 
then will he more ind more societies h!e the lugr-M/rd soeietie' nnd 
rural banls which \ ill he rclesanl from this point ol nrw \s we 
indicated iri Chapter 15, we hope that 1 certain nuniher of xiahle 
credit societies in rural .areas will he m a position to ofTcr a arious bank- 
ing faahlics Tlic extension or the Reserxe Bull’s control to them 
should help to improsc their operational cfficariirs uid iho inspire 
confidence in them among potential depositors I11 the t\pr of rurd 
ban! intr structure which we euu' igc will emerge m due course, there 
will he a certain number of prim in agricultural I) ml s, apart front the 
branches of central co-opcrUi\e buds ind roimnrrci d hauls, which 
will all tr) to mobitre rural s-nmgs and provide hauling and credit 
facilities to the rural community Wc therefore rrronimcnd that tin 
provisions of the Ban! ing Regulation Act he gradually extended to 
selected agricultural credit sociclirs At the same tunc, wc arc anxious 
that there should he no undue strain on the ndmimstratnr machirun 
of the Reserve Ban! which is responsible for discharging the statutorx 
responsibilities Wc then fore suggest that such extension may he t.akrn 
up only after significant progress is made towards \ lability at the 
primary level and that it lie restneted to those agricultural credit 
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societies which accept all types of deposits from members as is ell as 
non-members, provide lanous banking services and have paid-up 
share capital and resen. es of not less than Rs 2 lakhs and whose 
deposits have touched a level of at least Rs 5 lakhs 

70 Secondly, ise would recall our earlier recommendation m 
Chapter 14 that the Resen’e Bank should be enabled to appoint 
observers on the boards of management of state co-operative banks 
on the lines of a similar provision which already obtains for commercial 
banks We consider that this is equally important m the case of co- 
operative banks and will help the Reserve Bank to exercise a salutarv 
influence on the working of these institutions f*ven at the stage when 
the decisions are taken and operational pohcies are being framed 

71 Thirdly, we would emphasize the point that, in operating 
selective credit controls, consideration should be given to the important 
role which co-operative credit is expected to play in enabhng the 
cultivator to a\ oid distress sales and wait for a remunerative pnce We 
deal with this in detail in Chapter 31 where w'e consider problems of 
marketing finance In the present context we would point out that 
exemption from selective controls is specially called for -where the 
produce is held by the producer or on his behalf by an organization 
of producers like the co-operative and the loan on the pledge of such 
produce is, in that sense, related to the production loan which might 
have been provided to him earlier by a credit society or a commercial 
bank We contemplate that this will become an important considera- 
tion in the coming 7 cars if, as is expected, the volume of agricultural 
production rises substantially in certain regions and there is a danger 
of a slump in prices if large stocks are unloaded on the market at any 
one time 



CHAPTER 25 


LAND DEVELOPMENT BANKS (I) 
STRUCTURE AND RESOURCES 

While institutional finance for agriculture has generally remained 
inadequate, that for long-term imestment m agriculture was, till 
recently, even less dc\ eloped than credit for current production outlays. 
It is only in the last few years — particularly since the commencement 
of the Third Plan — that the land dc\ elopment banks have attained 
significant levels of operation Between 1960-61 and 1967—8, the loans 
advanced by these banks to agriculturists increased from about Rs 12 
crores to Rs 83 crores and the loans outstanding to them from individual 
members from Rs 38 crores to Rs 270 crores. The targets which these 
institutions ha\e provisionally set for themsehes for the Fourth Plan 
period are also impressne. As against their total loan issues of about 
Rs 170 crores during the Third Plan period, it has been indicated in 
the Fourth Plan that the land development banks will ad\ ance Rs 700 
crores dunng this five-year period (1969—74) under their normal loan- 
ing programmes and Rs 200 crores under special development schemes 
financed with assistance from the Agricultural Refinance Corporation 
Whether these targets are c\ entually fulfilled will depend on various 
factors to which we shall refer later but it is clear that the land develop- 
ment banks arc now poised for an ambitious programme of expansion 
Many problems will arise m the course of this task, such as those 
relating to the organizational structure of the banks, their resources, 
the streamlining of policies and procedures, the employment of com- 
petent managerial and supervisory staff and the manner of co- 
ordination with other agencies We deal with these issues m this 
chapter and the next 


Structure 

2 The organizational structure of long-term co-operative agricultural 
credit, unlike the short and medium-term structure, is not of uniform 
pattern all over the country A majority of states have the federal set-up 
with the central land development bank at the state level and affiliated 
primary land de\ elopment banks at the district or lower levels In some 
other states the structure is of a unitary type, the operational units 
below the central land development bank being its branches There is 
yet another type, in some parts of Madhya Pradesh, in which the central 
land development bank operates through a separate department of the 
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central co-opcrati\ e bank of the area These separate departments are, 
how e\ cr, being rapidly replaced by mdependent primary land develop- 
ment banks Broadly speaking, the federal structure obtains in states 
where the long-term credit movement took roots some decades ago 
while in other states w'hcre it is of recent origin (barring Gujarat), the 
central land de\ elopment banks have started off with branches instead 
of w aiting for primary banks to be organized 


Present Position 

3 There are at present ig central land development banks in the 
country', one in each state (except Nagaland) and one each in the union 
territories of Himachal Pradesh, Pondicherry' and Tripura The organi- 
zation is of the federal type in 12 states, viz , Andhra Pradesh, Assam, 
Haryana, Kerala, Madhya Pradesh, Maharashtra, Mysore, Onssa, 
Punjab, Rajasthan, Tamil Nadu and West Bengal In the other four 
states, viz , Bihar, Gujarat, Jammu and Kashmir and Uttar Pradesh, 
the structure is of the unitary type The same is true of the three union 
territories of Himachal Pradesh, Pondicherry' and Tripura 
4 The extension of the long-term structure below the district level 
is, again, not on a uniform pattern in all the states It is only in Andhra 
Pradesh, Maharashtra, Mysore and Tamil Nadu, among the states 
with a federal structure, that the organization can be said to ha\ e been 
brought to the taluka lc\el In other states, the primary' banks have 
Generally jurisdiction extending to a whole district or a group of 
talukas Again, in some states, notably Mysore and Tamil Nadu, the 
central land dc\ elopment banks of the federal type have opened offices 
at the regional or district level wath a view' to decentralizing their 
idmimstratn c functions Among the states having the unitary' structure, 
onh Gujarat has branches extending up to taluka lei cl or even below 
In L ttar Pradesh, about half the number of branches of the central 
land development bank scr\e one tehsil each and the remaining, a 
larger area In Bihar, some of the branches arc at the district level and 
others at the subdmsional level In Jammu and Kashmir, 14 branches 
sene 8 of the 9 districts, ic, excluding Ladakh Table 1 shows 
the organizational structure of land development banks in the 
country as it obtained at the end of June 1968 

I mrs of Earlier Committees 

5 1 lie mam difference between a primary land development bank 

md a branch of central land dc\ elopment bank is that the former is an 
independent corporate body while the latter is only an administrative 
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unit operating under the head office of the state-wide institution 1 his 
means tint the primarv ban! is the institution which actualK collects 
mortgage', lends and recovers loans in us limited irea, while m tin 
unitara ss stein it is the central land development bank which his to 
deal with the large numbrr of ultimate borrowers While we shill 
discuss the implications of this difference later, we shall refer it tin 
outset to the views expressed b\ 'omc expert coninuitrrs m the p ist as 
to the organizational structure for long-term credit The Rural C.ndit 
Survev Committee was of the new that priman land mortgage banks 
could discharge such functions as examination of loan ipphcations for 
improvement of land and supirvisinn o\cr the use of such loans with 
more local 1 now ledge and to that extent more effectively than branches 
of central 1 md mortgage hanks The Committee on Co-opti alive 
Credit (ipGoj did not specifically go into this question but from us 
observation that ‘ the centra! land mortgage banks mas have to draw 
up programmes for the organization of primary banks or, where that 
is not possible, the opening of branches or the appointment of central 
co-operative hauls as agents’, it appears that this Committee also 
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preferred die organization of pnrnarv land mortgage banks to that ot 
branches at die base 1 

6 The Committee on Takavi Loans and Co-opcrati\e Credit 
(1962), on the other hand, was more specifically of the view diat the 
ultimate structure in an) state should be a federal one as the following 
extract from its Report will show 

‘The suitability of a particular set up is no doubt a matter that has 
been decided upon by the States after mature consideration We, 
howc\ er, visualise that the ultimate structure m any State should be 
a federal one with a central land mortgage bank at the State level 
and primary land mortgage banks at the lower level Such a set up 
alone will help to build up local leadership The existence of primary 
land mortgage banks will also make recoveries easier and they would 
further be useful in popularising die purchase of debentures In 
States where central land mortgage banks are financing agriculturists 
direcd) through branches, it would be advantageous to organise 
primary land mortgage banks at the district level, by converting the 
branches of the central land mortgage banks at district headquarters 
The branches at lower levels can then become branches of the 
primary land mortgage banks so organised In States where primary 
land mortgage banks are functioning at the district level, there 
should be some agency set up by the primary land mortgage banks, 
at a level below the district, wluch is easily approachable to die 
agriculturists Some States have already provided this agency at a 
level below the district by opemng branches at important centres 
such as tchsil or taluka headquarters We would, dicrefore, recom- 
mend that primary land mortgage banks which are functioning in 
the States at the district level without opening branches at a lower 
level should take steps to open them at important centres at the 
tchsil or taluka/block headquarters 

7 In this context we consider it relev'ant to mention diat a com- 
mittee was ippointed by the Gujarat State Co-operative Land Mort- 
gage Bank in June 1962 under the chairmanship of Shn Udaybhansinhji 
special!) to study the question whether as a long-term policy the 
structure m Gujarat should remain unitary or should be transformed 
into a federal structure The Committee was said to have felt that 
organization of primary units would instil a larger measure of effective 
rcsponsibilitv m the members of the bank and consolidate its growdi 
and recommended that the bank should change its structure, by a 
phased programme, into a federal one The Gujarat Government, 
however, took the vacw that the existing umtar) pattern need not be 
changed 

1 Report 01 tl e Committee on Co-operatnc Credit, 1960, p 5-1 
1 Report of the Committee on Takaw Loam and Co-operative Credit, 1962 p 56 
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while such action in respect of inefficient branch managers under the 
unitary system would present no difficulty This handicap, however, 
can be overcome if, as we recommend later, there is a common cadre 
of managers under the administrative control of the central land 
dc\ clopment bank, who can be lent to the primary banks and if the 
central land development bank can insist that the primaries appoint 
only persons on this cadre as their managers 

10 We consider that, on balance, a federal system equipped with 
a cadre of managers of primary land development banks under the 
administrative control of the central land development bank offers a 
better alternative than a unitary structure This preference is parti- 
cularly strengthened by the consideration that the lending operations 
of these banks in the coming years wall not only be quantitatively of 
larger dimensions but also, as we shall show, qualitatively more com- 
plex If the technical feasibility and economic viability of the projects 
financed and the proper use of loans are to be ensured, it is imperative 
that there should be the maximum decentralization, with local leader- 
ship and personnel being fully involved in the operations of lending, 
supervision and recovery This, in turn, requires that institutions at 
the primary level develop a personality of their own The primary 
banks should also help to develop the capacity to absorb, to some 
extent, the ovcrducs which might increase in the context of the large 
expansion of credit and to mobilize resources by way of subscription to 
rural debentures from out of the increased agricultural incomes 
expected to result from the investment in agriculture Finally, as it is 
at the district or lower levels that co-ordination between the long-term 
credit structure and the government machinery in the Agriculture and 
Irrigation Departments is most needed, it is an advantage to have an 
independent unit at the primary level 

1 1 From all these points of view, we consider it desirable that the 
long-term co-operative credit structure should increasingly aim at 
decentralization in its operations We, therefore, recommend that 
efforts should be made to encourage the evolution of a structural 
pattern under is Inch independent units avail function at the primary 
level, managed by qualified, trained and efficient staff drawn from a 
cadre to be constituted by the central land development bank There 
should, of course, be no insistence on a hurried change-over as tins 
nnj cause dislocation and defeat the object of reform We, however, 
urge that tins should be kept in view as the long-term objective to be 
realized through a phased effort on the lines of the similar change 
which has occurred, m some areas, in the case of the short-term and 
mcdium-tcrm credit structure The size of the unit at the primary 
level should, obviously, be such as to make it compact enough to 
maintain close touch with the borrowers and, at the same time, large 
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enough to render the unit viable m terms of available and potential 
business We, therefore, suggest that the question whether the primary 
unit should extend over a taluka or a sub-division consisting of two or 
three talukas or over an entire district 'with branches as the units at the 
lowest level may be decided in each area with reference to these 
considerations and the local circumstances 


Resources 

12. Turning to the problem of resources of land development banks, 
we shall deal first -with their debentures — and of these ordinary 
debentures — wluch constitute by far the most important source of 
their funds 


Ordinary Debentures 

13 The large increase in the banks’ lending programmes particularly 
m the last few years, to which we have referred earher, was made 
possible mainly by the substantial support given t o their ordinary 
debentures by the Life Insu rancj;X!orporationjifJndia > jh.e_State Bank 
of India and the Reserve Bari of India Although the Life Insurance 
Corporation continued to give some support to the debentures of 
central land development banks till 1962-3 as the joint stock insurance 
compames had done before their nationalization, it was only subse- 
quently that its support was forthcoming in significant amounts and 
on an assured basis The Life Insurance Corporation agreed in May 
1963 to contribute up to 30 per cent of the debentures of the banks, 
subject to a ceiling of Rs 6 crores pei year during the remaining three 
years of the Third Plan period So far as the State Bank of India was 
concerned, it was generally contributing up to 10 per cent of the 
debenture series floated by the central land development banks The 
Reserve Bank, being usually the residual subscnber, was contributing 
to the extent of the shortfall m the public subscription subject to a 
maximum of 20 per cent of the concerned debenture issue Thus 
between April 1963 and September 1965, these three public sector 
institutions were together taking up as much as 60 per cent of the total 
ordinary debentures floated by the central land development banks 
The balance of 40 per cent was being contributed by the central land 
development banks themselves out of their sinking funds, and by the 
state co-operative banks, central co-operati\ e banks, commercial b anks , 
local bodies, trustees, individuals, etc In addition, the governments of 
a few states had also at times contributed 
the concerned banks _t o some exte nt. 
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14. A major change occurred in tins approach m 1965-6 when the 
three pubhc sector institutions discontinued therr earlier practice of 
supporting each debenture issue up to a definite percentage of it This 
resulted from \anous factors, such as the overall credit pohcies of the 
Rcscn c Bank, the competing claims of other sectors of national 
cconom\ on the funds a\ailable with the Life Insurance Corporation 
and the State Bank of India and the increasing scale of the debenture 
programmes of the land de\ elopment banks The total participation of 
the three institutions in a 7 ear since then came to be limited to a pre- 
determined amount w Inch m the case of the Resera c Bank was more 
or less equal to the contribution made by it to ordinary debentures of 
the banks in 1964-5 and, in the case of the Life Insurance Corporation 
of India and the State Bank of India, was based on their resources 
position The amount agreed to by the Life Insurance Corporation for 
each of the financial years from 1965-6 to 1968-9 w'as Rs 10 50 crores 
while the State Bank of India and its subsidiaries fixed their maximum 
support at Rs 3 50 crores in 1965-6, Rs 4 00 crores in 1966-7 and 
Rs 4 50 crores each in 1967-8 and 1968-9 The Reserve Bank agreed 
to contribute to the shortfall in pubhc subscription subject to a ceding 
of Rs 4 75 crores in 1965-6 and Rs 5 crores each in the years 1966-7 
to 1968-g As it became obvious that under these limitations the 
central land development banks would not be able to fulfil their 
intended programmes which were important from the point of view 
of increased agricultural production, the Go\ eminent of India, in 
consultation with the Planning Commission, came forward to provide 
assistance of the order of Rs g 80 crores for supporting the debenture 
issues of the banks during the financial year 1966-7 This was increased 
to Rs 15 crores in 1967-8 and 1968-g What was more important from 
the banks’ point of view, this assistance was also required to be matched 
b\ equal support from the state governments in states where land 
dc\ elopment banking was more de\ eloped In other states, the match- 
ing support was placed at two-thirds of Centre’s contribution m 

1967- 8, and onc-tlnrd in 1968-g Pm ate commercial banks formed 
mother source from which the land dc\ elopment banks began to 
rcccnc substantial support from 1967-8, following the dcielopments 
associated with social control Thus, from less than a crorc of rupees 
in each of the years 1964-5 and 1965-6 and Rs 3 85 crores in 1966-7, 
their support to the ordinarv debentures of central land de\ elopment 
banks rose to Rs 18 13 crores in 1967-8 and Rs 22 86 crores in 

1968- 9 In Table 2 we indicate the contributions made by different 
agencies to the ordinarv debentures of the central land development 
hanks during the six scars ended 31 March 1969 
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Future Prospects 

15 As for the future prospects of support from different agencies to 
the ordinary debentures of central land development banks, it is 
hardly likely that the three public sector institutions will go back to the 
earlier practice of contributing up to a percentage of each issue For 
the year 1969-70, the Life Insurance Corporation has agreed to step 
up its contribution by Rs 1 5 crores raising it to Rs 12 crores Similarly, 
the State Bank of India and the Reserve Bank of India have each raised 
their support by Rs 1 crore, 1 e , to Rs 5 5 crores and Rs 6 o crores 
rcspectiv ely This extra support of Rs 3 5 crores from these three 
institutions was, however, not straightway allocated among the indivi- 
dual central land development banks but has been kept in reserve to 
bring about adjustments in the programmes of some banks which 
might become necessary for one reason or the other in the course of the 
year The commercial banks are also likely to increase their support 
in the next few years, if their estimated contribution of Rs 25 crores 
in 1969-70 is any indication Tins trend may continue till their involve- 
ment in direct financing of cultivation assumes significant proportions 
The mutual support from the other central land development banks 
from their sinking funds which forms the bulk of the contributions 
shown under ‘Co-operative Institutions ’ in Table 2 will also tend to 
grow in the coming years as the larger lendings in the last few years 
will result in larger accretions to sinking funds, of which 60 per cent is 
required, under this arrangement, to be invested by a central land 
development bank in the ordinary debentures of the other banks or of 
its own 


Fourth Plan Estimates 


16 The estimates made in connexion with the Fourth Five Year Plan 
envisage that, on the basis of the prevailing circumstances as also the 
resources in sight, the loan issues during the plan period by land 
development banks might be in the region of Rs 700 crores phased as 
shown on next page, wluch figure can however be raised to about Rs 79 ° 
crores if additional resources become available These estimates, it may 
be clarified, arc cxclusiv e of the loans for special development schemes 
with assistance from the Agricultural Refinance Corporation It 
his been assumed that for carrying out a lending programme of this 
order, the central land development banks w ill have to issue ordinary 
debe ntures of the order of Rs 635 crores, and in addition, collccTsharc 
capital to the extent of Rs 35 crores from members and mobilize 
another sum of Rs 30 crores through rural debentures 
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Rs Crorcs 
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135 


1072-3 

150 


1073-4 

170 



700 


1 Provisional 


The following art the estimates made in regard to tin extent of the 
contnbutions which can be expected from \anous agencies towards 
the ordinan debenture programme of Rs 635 crorcs 


Rs Crorcs 


Resene Rant of India 45 

Lafe Insurance Corporation of India (HI 

State Rani of India and its subsidiaries -15 

State governments 100 

Government oflndta ICO 

Commercial bants 150 

State and central co-operativ c bants 30 

Smtinc Funds of central land development bants 105 


635 


17 How far these expectations entertained in the context of the 
Fourth Plan estimates materialize m practice will depend on various 
factors w'hich arc as ) ct uncertain The amounts indicated do not, m 
every ease, represent any commitment by the different agencies but 
only some broad magnitudes which may not, eventually, proxc 
unrealistic Whether contnbutions to this extent wall be made by the 
agencies wall depend partly on their investment policies and the 
resources which they can allot for the purpose and partly on the manner 
in w'hich the land development banks project their performance in the 
eyes of their potential in\ cstors We have, however, a few observations 
to make regarding the contnbutions by the State Bank, of India and the 
Reserve Bank, of India 

18 Having regard to the position occupied by the State Bank, of 
India and its subsidiancs in the commercial banking sector, the total 
contribution estimated to come from them (viz , Rs 45 crores), though 
higher than that based on current levels, appears to be somewhat on 
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the low side Thus wlule die share of the pubhc sector banks in the 
total commercial bank deposits was about 29 per cent at the end of 
1968, their share in the contributions to the debentures in 1967-8 
worked out to only 20 per cent of the total for all the commercial banks 
during that year It is true that the pubhc sector banks have been 
making sizeable contributions to these debentures oi er the past many 
7 cars whereas die commercial banks base come into die picture m a 
big way onl> from 1967-8 As a result, the total imestments of the 
State Bank of India and its subsidiaries m the debentures were of die 
order of Rs 22 4 crores as at the end of December 1968 while those of 
all the other commercial banks put together probably amounted to 
only Rs 39 crores On the other hand, if private sector commercial 
banks, as expected, step up their contributions to Rs 25 crores or more 
per annum m the next few years, their investments in these debentures 
wall come to bear the same ratio to similar in\estments of die pubhc 
sector banks as the deposits of die former bear to those of the latter If 
parity in the proportion of total investment in diese debentures on the 
one hand and deposit resources on the other is dins likely to be reached 
soon as between the pubhc sector and private sector banks, it wall 
suffice if the annual contributions to the debentures from the two 
sectors bear the same ratio to each odier as the volume of deposits in 
one sector bears to the other, viz , 3 7 at present On this basis, it is 
not unreasonable to expect that the contribution from the State Bank 
of India and its subsidiaries w'ould go up to Rs 60 crores during the 
period of the Fourth Plan So far as the Reserve Bank of India is 
concerned, w e arc aw are that, for various reasons, it cannot resume its 
old practice of contributing to each debenture issue, 20 per cent of the 
total or shortfall in the pubhc subscription whichever is less At the 
same time we feel that there is scope for the Bank to increase its 
contribution beyond the amount committed by it at die beginning of 
a ) car in some deserving cases, subject to a ceding of 10 per cent of die 
debenture issue This may be offered, on a discriminating basis, to 
those states in winch land mortgage banking is relatively less developed 
and prospects of obtaining subscriptions from the local pubhc, co- 
operate c institutions, etc., are somewhat limited We would, therefore, 
suggest that the State Bank and its subsidiaries and the Reserve Bank 
might consider to what extent and in w’hat circumstances their contri- 
butions can be raised to higher lc\els than at present 

19 In the matter of organizing institutional support for the 
debentures of central land dc\clopmcnt banks, there have been sc\cral 
important changes in recent years Till a few years ago, only the 
Rcscnc Bank was in\ol\cd in this type of effort but the number of 
agencies providing such support is now larger and includes the State 
Bank of India and its subsidiaries, the Life Insurance Corporation of 
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India, the central and state governments, and, for the last two years, 
the private sector commercial banks There has also been a steep and 
rapid growth m the size of this support Another new trend is that m 
the annual discussions organized by tiie Resen c Bank with a view to 
arriving at the support of these agencies and then distribution among 
the states, there has been an increasing emphasis on certain qualitative 
aspects For example, it lias been made known that the assistance from 
the Government of India will be available onl> in respect of loans for 
completed uclls and purchase of oil engines, elect! ical motors and 
accessories Again, for qualifying for committed support from the 
different institutions, the land development banks arc now required 
to show that at least 90 per cent of the loans shown as co\ cr for a parti- 
cular debenture senes have been advanced for productive purposes 
and also, that at least 70 per cent of the loans ha\c been made for 
financing easily identifiable productive purposes such as sinking of 
new wells and purchase of pumpsets, oil engines, tractors, power tillers 
and other agncultural machinery Yet another criterion taken into 
account in extending the committed support is the level of overducs 
Thus it has now been laid down that only if the overducs do not 
exceed 10 per cent of the demand at the apex level ulicre there arc 
primaries, 15 per cent of the demand at the apex level where there 
arc no primaries, and 15 per cent of the demand at the primary 
level, that a central land development bank will qualify for full support 
to the extent committed from the \anous institutions, othciwisc, the 
bank Mill receive only a part of the support or e\cn be denied the 
support from some institutions depending on the lex rl ofmcrducs o\cr 
and above the permissible limits 

20 We shall deal in the next chnptei with the measures ncccssar) 
for improving the working of the land dciclopmcnt banks in some of 
these aspects What no would emphasize here is that with the 
emergence of operational weaknesses such as hcay) ovciducs,_xc — 
c ourse to book ad ju stments a ruLmsufficicnt concern Jimth-produc-nvr 
lending on the one hand, and the increasing scale of the operations of 
these banks and the extent of investments in their dcbuituics by 
different agencies on the other, it is likely that in future more statistical 
and other particulars of the working of these banks will be needed, more 
questions will be asked and more promises of improved performance 
demanded than in the past, before the contributions of these agencies 
are forthcoming We feel that all this is important cnougli to be orga- 
nized m a systematic manner rather than be left to be determined on the 
basis of ad hoc approaches and enqumes between individual investing 
agencies and individual land development banks In fact, the whole 
programme for each year, as at present evolved, takes such full account 
of every item of resource likely to be available in arriving at the possible 
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programme of all the banks in the aggregate that e\ en a small shortfall 
m the 1m estment bv any one agency' can throw the entire programme 
of the year out of gear Nor is such uncertainty in regard to funds 
conduciv e to the implementation of a programme of sound de\ elop- 
mcntal lending There should, therefore, be an arrangement by which 
the rcprescntativ es of the a anons agencies participating m the sup- 
ported debenture programme meet those of each central land develop- 
ment bank for the purpose of cnabhng the former to seek clarifications 
and information about the w orlang of the latter, to raise relevant issues 
of pohev and, above all, to get some understanding reached in regard 
to the efforts w hich mil be made for toning up the operational efficiency 
and financial soundness of the concerned land development bank 
It nail be necessary for this purpose that the Agricultural Credit 
Department of the Reserv e Bank of India should collect information, 
undertake studies and inspections, sift the material, frame the issues for 
discussion and provide generally the technical expertise and secretarial 
service to make such meetings meaningful and effective 

21 We recommend, on the abo\c considerations, that the Agri- 
cultural Credit Department of the Reserve Bank and the All-India 
Central Land Dc\ clopment Banks Co-operativ e Union together take 
t he initiative to a rrange for an annual s eries of meetings between what 
mav be roughly described as a~con sortium of the investing a gencies, 
made' up of the representatn cs of the Government of India, the Life 
Insurance Corporation of India, the State Bank of India and the 
Indian Banks Association on behalf of the commercial banks on the 
one hand, and on the other, a set of representatn cs from each state 
connected, directly or indirccdy, until land development banking such 
as the concerned central land development bank’s representatn es, the 
Registrar of Co-opcratnc Societies, the Director of Agriculture and 
the authorities in the state concerned until irrigation, etc , so as to 
review the performance of the bank in the past, the promise which it 
holds for the future and the a anous problems Avhich might liaA c come 
up in its working It is also desirable that the Agricultural Refinance 
Corporation which is intimately connected Avith de\ elopmcntal financ- 
ing should be associated with these meetings Broadly', Avhat we 
suggest will be analogous to the senes of discussions which the Deputy 
Goa ernor of the Rcscrv e Bank holds A\nth all the states and in fact may 
dightlv overlap die scope of those discussions Still, the dimensions of 
the proposed support for the debenture programmes are so significant 
tint the subscnption promised by the different agencies may not 
matcmhzc unless the policies, procedures and programmes of land 
development banks arc reviewed annually' by' the investing agencies 
with appropnatc authontics of the states and collective action is taken 
to follow them up 
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22 We also recommend that the Government of India explore the 
possibility of obtaining funds from appropriate international agencies 
for the ordinary debentures to be floated by the central land develop- 
ment banks If necessary, such assistance may be related to certain 
specific projects of development m particular areas 

Rural Debentures 

23 One of the important recommendations of th e Rural Credit 
Survey Committee related to the i nstitution of an altogether new type 
nT land mortgage bank debe nture, namely, t he ru ral debenture main hL. 
intended lor rural areas The features of this special type of debentures 
were spelt out by the Committee as follows 

“ Thes e ‘ rural debentures * should, as far as possible, be for specific 
projectsof development in which the villager is interested in different 
degrees, according as they are of direct benefit to him, or of benefit 
to those with whom he shares a fellowship of interest because of 
then belonging to his district or region or State Thus, if the purpose 
of the debenture is to provide loans to the cultivators in his own 
locality to prepare then lands for the higher productivity made 
possible by a minor irrigation work of the district, this may be of 
more or less direct appeal to the local cultivator , at the same time, 
a debenture similarly related to some important and much publi- 
cized major irrigation work established in Ins State may have an 
appeal for him which is less direct, but not necessarily less strong. 
Just as the debentures intended to draw savings from the money 
market are issued during the slack season when money is available 
with the market, so should these rural debentures, as far as possible, 
be issued at the time of harvest and sale of crop when money is 
available ivith the agricultural classes So also, m regard to period 
of repayment, etc , these debentures should be so designed as to suit 
t he requirements of th e rural investor 551 

24. Accordingly the~Reserve Bank formulated in November 1957 
a scheme of rural debentures with the mam object of mob ilizi ng rural 
savings Under this scheme the central land development banks were 
to grant loans for periods of six or seven years against mortgages of 
land and on the strength of these mortgages, float a special senes of 
rural debentures dunng the months immediately succeeding harvest 
These debentures were to earn,' a slightly higher rate of interest than 
the ordinary debentures and -were to be available for subscnption only 
to individuals and rural institutions such as panchajats The Reserve 
Bank was to subsenbe to the shortfall m public subscnption subject to a 
maximum of two-thirds of an issue The progress made under this 

1 Runl Credit Sun e) Report ( The General Report ) Vol II, p 489 
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scheme was, however, not very encouraging as the land development 
banks found it difficult to make 6 or 7-year loans, the demand at that 
time being mostly for loans for 15 years or more In new of this and 
also other difficulties, a revised scheme was drawn up by the Reserve 
Bank in September 1958 The mam feature of this scheme, which is in 
force e\cn now, is that the central land development banks can issue 
loans for periods extending up to 15 years and on the strength of these 
mortgages, issue a senes of rural debentures divided into two parts 
One part for 7/1 5th of the total amount is to be for 7 years and be made 
available for subscnption only by individuals and the other part is to 
be for 15 years to be taken up entirely by the Reserve Bank As flexibility 
is provided for within the framework of this ratio of 7 8, a few banks 

ha\c floated 5-) ear and 10-year debentures, the former being offered 
to individuals and die latter to the Reserve Bank The other features of 
the scheme in force at present are that (i) the senes can be floated at 
am time of the 7 ear but should not be on tap for more than 4 months 
and (u) that the rate of interest offered to the Reserve'Bank is 1 per cent 
less than what is offered to individuals which at present is 6J per cent 
for 7-7 ear debentures and 6 per cent for 5-7'ear debentures 

25 The revised scheme has made httle progress, though it has 
been in operation for the past decade when the lendings of the land 
development banks have expanded fast As man7 r as eight central 
land dev elopment banks have not floated rural debentures at all at 
any time In no year have the total floatations of the banks exceeded 
Rs 3 1 crorcs which is the level reached in 1966-7 Since dien the 
rural debenture floatations have been showing a declining trend as 
^hown in the following table 


Table 3 


Rlkal Dliu vn rls Floxted b\ Central Land Development B\nks since 1964-5 


— — JLs Lakhs 

Csitrul 

Dr < lef merit Ban / 



Fmcnaal 7 ear 



1964-5 

1965-6 

1966-7 

1967-8 

1968-9 

in 

(2) 

(3) 

(4) 

(5) 

(0 

Vndhra Pradesh 

3 77 

11 03 

50 00 

30 00 



Bombi) 

81 50 

73 00 

72 25 

00 69 

— 

Gujarat 

44 59 

133 54 

143 35 

23 40 

30 04 

Haryana 

— 




5 00 

10 00 

Kerala 

— 




1 93 



\tadli\i Prad^h 

— 

— 

2 05 

10 00 

— 

Madras 

11 25 

12 45 

10 82 

14 20 

22 44 

Mv»ore 

7 50 

— 

10 23 

20 00 

40 00 

Ori^a 

2 96 

— 





— 

l unjab 

10 00 

10 00 

10 00 

20 00 

12 00 

Lttnr Pra If h 

— 

— 

7 75 

20 00 

— 

TOT M 

1GI 57 

240 07 

307 05 

205 22 

122 40 
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26. It is mamlv in the context of rural debentures that the land 
dc\ clopment banks arc called upon to show initiative and drive in 
mobilizing the resources required for their lending operations As we 
have shown earlier, the programme of ordinary debentures is largely 
based on the support from various assured sources like some institutions 
m the public sector, the commercial banks and the central and state 
go\ emments Even to the extent of the balance it is mainly from 
institutional imestors in the urban areas that subscriptions arc can- 
vassed As institutions financing agricultural development winch, m 
its turn, should result m rising rural incomes, the land development 
banks should be able to mobilize savings in the rural areas, parti- 
cularh where development is in progress The land development banks 
should at least raise about Rs 20 to 25 crorcs by way of contribution 
by cultivators to rural debentures during the Fourth Plan when a 
sum of about Rs 835 crorcs is being found for them through the floatation 
-of ordinary debentures and the special dc\ clopment debentures under 
the Agricultural Refinance Corporation schemes We, therefore, 
suggest that the total rural debenture floatations during the Fourth 
Plan period should be somewhere in the region of Rs 40 to 50 crorcs, 
of which, exclusive of the Reserve Bank’s contribution, Rs 20 to 25 
crorcs should come from individuals 

27 We doubt if the central land development banks have been 
making sufficiently active efforts to make the rural debenture scheme a 
success A few banks have m recent years attempted to get 
more subscriptions to these debentures by insisting on the borrower- 
members contributing 10 per cent of their annual instalments towards 
debenture deposits to be conv erted later into rural debentures when 
they arc floated We see no objection to this method being followed 
by die other banks as well, provided it is ensured that the original loan 
amounts to members arc not inflated in order to allow for the annual 
contributions This alone, however, will not suffice because even if all 
the banks adopted this method, only a sum of Rs 2 crorcs might come 
in, at the present level of operations The banks have, therefore, to 
seek contributions to these debentures even from those who have not 
borrowed from them and this will call for active dnvc and propaganda 
Agricultural programmes such as the I A D P and the H V P 
now under implementation arc bound to bnng lughci incomes 
to agriculturists Even if a part or these surpluses arc mobilized, 
the rural debenture programmes should succeed better than in the 
past 

28 It is sometimes argued by the land development banks that 
this programme is inhibited by the low rate of interest offered on rural 
debentures It is felt that rural investors are not attracted by the rate of 

P er cent offered on 7-ycar debentures as they can very well invest 
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their surpluses m fixed deposits with commercial banks which offer 
61 per cent for 5-A ear deposits It is also argued that so far as the safety 
of the tis o types of the in\ estments is concerned, both stand more or 
less on the same footing We ha\ e noted these arguments but do not 
consider that the rate on rural debentures can be raised to be on par 
tsnth that on fixed deposits Unlike the fixed deposits, the rural deben- 
tures ha\c the advantage that they can be transferred to other 
individuals or pledged with an) financing institution as security for a 
loan What is more important, the rate on rural debentures vhich are 
guaranteed by the state go\ emments in respect of principal and interest 
cannot be out of step with the rates offered for a arious savings schemes 
sponsored by the state and central go\ emments or their own borrou - 
ings It will be a different matter if the debentures can be offered 
without go\ eminent guarantee, a possibility which needs to be 
explored, at least in certain states 

29 As w e mentioned earlier, it is envisaged that, during the Fourth 
Fi\c Year Plan, the central land de\elopment banks Avould issue 
rural debentures to the tune of Rs 30 crores as against ordinary 
debentures of Rs 635 crores in order to fulfil a loan programme of 
Rs 700 crores In addition theA are expected to float special deA elop- 
ment debentures to the tunc of about Rs 200 crores, A\ith assistance 
from the Agricultural Refinance Corporation and state goA emments 
The rural debenture programme thus Avorks out to only 3 7 per cent 
of the total debenture programme of the banks and to 4-7 per cent 
of the ordinary debenture programme alone As a little more than 
half the rural debentures arc subscribed to by the Rcscne Bank, the 
extent of rural saAings Ashich the banks are to mobilize Anil be not 
CAcn Rs 15 crores as against the loans of the order of Rs goo crores 
which the banks Avail be disbursing both under their normal and special 
dcAclopmcnt lending programmes We consider that the land dcvelop- 
ment banks should aim at a higher rural debenture programme, both 
as an indicator of the banks’ OA\n efforts and as an anti-infiationaiy 
measure \\ c recommend, in this context, that the size of the supported 
programme of ordinary debentures for each bank should be related 
to the Aolumc of resources raised b\ it through rural debentures The 
appropriate relationship to be stipulated betrween the tA\o may be 
determined for each bank, b\ the Reserve Bank of India and the All- 
India Central Land DcAclopmcnt Banks Union after taking into 
account the stage of dc\clopmcnt of land mortgage banking in the 
state, the size of the ordinan debenture programme, the dimension of 
special agricultural programmes under implementation and other 
rdc\nnt factors As a\c ha\c noted, the ratio of rural debentures floated 
to the ordinary debentures for all the banks taken together was only 
2 8 per cent in 1967-8 and 1 2 per cent in 1968-9 Taking into account 
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these figures as also the tentative loan targets for the Fourth Plan, we 
consider that 111 no state should the rural debenture programme be less 
than 5 per cent or the ordinan debenture programme and m states 
which arc more favourably placed 111 regard to the various considera- 
tions mentioned bv us, the aim should be to raise this pioportion to at 
least 10 per cent 

30 We should also draw- attention hen to a recent trend in the 
operations of land development hanks which has relevance for the 
programme of rural debentures \n inert asnig proportion of loans or 
these banks, particularlv in a few states, is being or can be made for 

7 or 8 years as against the period of 15 to 20 years m the past In part, 
this lias resulted from the rcah?atton that a shorter period is sufficient 
for financing the sinking of new wells, purchase of pumpscls, etc , in 
the ease oflargc and medium cultivators raising Ingli-y iclding varieties 
of foodgrains or oilier remunerative crops and that scarce resources 
would unavoidably be locked up lflonns of longer duration arc made 
m such eases Tins is also partlv in response to the preference of certain 
investors such as the commercial banks for medium-dated debentures 
In this context, it is rclcv ant to recall that under the scheme of rural 
debentures as it was first formulated by the Reserve Ilank m November 
1957, the entire issue was intended to lie for 6 or 7 vears, 1 c , both 
the part meant for the Reserve Rank and that intended for subscription 
bv the individuals It was partlv because the hanks experienced 
difficulty m those days in finding enough 7-ycar mortgages to provide 
the basis for a total 7-ycar issue, that the scheme was later modified 
to provide for a maturity of 1 5 y cars for a part of the senes This was 
to be allotted to the Reserve Bank while the 7-ycar period was re- 
tained for the part offered to individuals. Now that the trend in favour 
of 7-ycar loans appears to be gathering momentum, a return to the old 
scheme of rural debentures should be easy Another attractive feature 
of the old scheme, from the point of view of central land development 
banks, was that the Resen c Hank’s contribution was tw ice that collected 
from individuals and rural institutions as against the proportion of 

8 7 which obtains under the present scheme. A reversion to the old 
scheme will also have the advantage that the Resen c Hank’s invest- 
ments being for correspondingly short periods, the same quantum of 
funds can be rolled over for subscription to two issues We, therefore, 
recommend that the Resen c Rank may now offer the facility to the 
land development banks to choose between the original scheme of 
rural debentures or the new one so that the central land development 
banks may take up the old scheme wherever they find it relevant and 
possible We would, however, recommend that while reviving the old 
scheme, the series may be offered for subscription exclusively to 
individuals as in the revised scheme, in view of the paramount 
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importance, as ne have stated earlier, of moppmg up the savings of 
rural population rather than those of rural institutions 

31 We would also recall in this connexion that the Rural Credit 
Sur\ c\ Committee had suggested that the rural debentures should, as 
far as possible, be for specific projects of development in which the 
•villager is interested in different degrees Particularly as the rate of 
interest cannot by itself be a major incentive, considerable accent has 
to be placed on vigorous propaganda in mobilizing savings in this 
form It appears to us that it will male a better appeal to the cultivator 
if each senes of rural debentures can be associated with some project 
of development for a particular area This will become increasingly 
significant with the rising incomes in rural areas which are expected 
to result from increased agricultural production and development in 
the coming years 

32 One of the suggestions which the central land development 
banks ha\ c been making for populanzing the scheme of rural deben- 
tures is that they may r be permitted to float those debentures m the 
form of rural savings certificates with the facility of accumulating 
compound interest and paying it later on maturity along with the 
principal Tins suggestion has been recently accepted m principle bv 
both the Rcserv c Bank of India and the Government of India Some 
central land dev elopment banks (e g , Mysore and Bombay) with the 
concurrence of the concerned state governments have already issued 
such certificates in lieu of rural debentures We suggest that where there 
is reason to believe that rural savings certificates wall prove more 
attractive to potential rural investors, the central land development 
banks mav resort to this form of mobilizing rural savings 

33 Apart from whatever refinements the land development banks 
may make in the matter of terms and conditions attached to rural 
debentures, the success of the scheme will still depend largely on the 
organizational efforts to reach individual inv estors and persuade them 
to purchase the rural debentures kN e, therefore, consider it desirable 
that the persons entrusted with the job of canvassing support to these 
debentures should be given some kind of incentive Wc understand 
that in Maharashtra, the state government has declared the rural 
debentures as a form of national savings and has entrusted the work of 
securing subscriptions for rural debentures to the agents of the Small 
Savings Organization in the state In addition, employees of co- 
operative institutions, gram sevaks, (alalhis and authorized agcntsarc also 
permitted to secure subscriptions to these debentures for which they 
ire paid commission at the rate of 1 per cent provided the minimum 
collection bv a person is Rs 1,000 Further, the state government has 
agreed to subsidize the Bombay State Co-operative Land Mortgage 
Bin! to the extent of | per cent out of the 1 per cent commission 
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payable to the agents of the Small Savings Organization and others, 
the balance of -| per cent being met by the bank The Gujarat State 
Co-operative Land Development Bank is also similarly offering com- 
mission to authonzed agents at the rate of i per cent, of which -& 
per cent is subsidized by the state government We suggest that a 
similar scheme of incentives might be introduced m other states as well 
As the central land development banks are already willing for an 
increase m the rural debenture rate for individuals, the cost of com- 
mission payable to those who canvass subscriptions for rural debentures 
will not mean too large a burden to the banks We may also mention 
here that the maximum commission which can be offered to agents 
for canvassing subscriptions, as stipulated by the Reserve Bank at pre- 
sent, is | per cent excluding the subsidy which the state government 
may provide for this purpose In addition to paying suitable commission 
to individual canvassors, the central land development banks may 
also institute a system of awards to those who collect the maximum 
subscriptions in a specified area, e g , a taluka or a district We suggest 
that the banks may explore these and other possibilities for making the 
scheme of rural debentures a success m the coming years 


Interim Accommodation 

34. Another problem 1 elating to resources centres round the interim 
accommodation which every central land development bank requires 
for first lending to members and accumulating mortgages on the strength 
of whic h debentures can be flo ated subsequently. It is obviously 
necessary for the smooth flow of long-term credit that such accommo- 
dation should be adequate in amount and carry a reasonable rate of 
interest It would appear that no difficulty is being experienced at 
present m this regard Either the State Bank of India or one of its 
subsidiaries is providing these facilities at present to all but two states 
against the guarantee of the concerned state government, charging a 
rate of interest of per cent. The total of such limits and outstandings 

thereunder stood at Rs 16 1 crores and Rs 1 1 qcrores respectively, as at 
the end of December 1968 Of the two central land development banks 
which are not financed by the State Bank, the one m Assam has not been 
floating debentures m the last few years and the other in Maharashtra 
looks to the local state co-operative bank for this facility As larger lend- 
ln g programmes come to be undertaken m the coming years, the require- 
ments by way of interim accommodation are also likely to go up sub- 
stantially We are also aware that the oftener a central land development 
ank goes into the market with the floatation of a debenture senes, the 
smaller is the limit which it will require by way of mtenm accommoda- 
tion Even so, as various preparatory steps have to be taken such as 
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obtaining the guarantee of the state go\ eminent, there is a limit to the 
number of times a bank can float such debentures in a year We, 
therefore, recommend that if any of the central land development 
banks is unable, for some reason, to obtain interim accommodation 
from the State Bank of India or its subsidiaries to the full extent 
required, the state co-operati\e bank or anv of the private sector 
commercial banks may come forward to provide the shortfall 


Share Capital 

35 The accumulation of share capital con tributed by mem bers has 
always proceeded at a modest pace in the land development banks 
as compared until the structure for short-term and medium-term 
credit In most states, the linking of share capital to borrowings at the 
primary let els is in the proportion of 1 20 or 5 per cent of the loan 

taken It is only in Maharashtra that it is much higher, bemg 1 10 or 10 
per cent of the loan In Gujarat, wlule the share-linking is 5 per cent 
for loans up to Rs 5,000, the proportion is higher, viz , per cent, 
for loans exceeding Rs 5,000 Normally the share-linking for borrowings 
of the primary land development banks from the central land desclop- 
ment bank in the federal structure is in the proportion of 1 25 or 4 

per cent of the loans borrow ed by the primary units 

36 It has often been suggested, particularly in the context of 
the recent efforts to collect more share capital from individual 
members in the short-term credit structure, that borrowers from 
primary land dcsclopmcnt banks should be called upon to collect 
more share capital than hitherto, say, at 10 per cent The advantages 
of the primary units building up a strong capital base are obvious but 
it is reasonable, on various considerations, to keep the ratio of share- 
linking at a fairl) low lc\ cl for long-term loans Firstly, as outstandings 
in respect of a long-term loan get reduced, the ratio between the share- 
holding of a member and his outstanding borrowings tends to go up 
during the currency of the loan Secondly, even as between short- 
term and medium-term loans, it has now been recognized that the 
ratio should be more liberal for the latter (10 per cent) than for the 
former (20 per cent) Thirdly, as the commercial banks which arc 
now entering the field of agricultural credit arc not collecting am 
share capital from their constituents, insistence on a high ratio by the 
land dc\clopmcnt banks mas adserscly affect the popularity of their 
credit At the same time, wc arc conscious of the deterioration in the 
rccoscn, performance witnessed in the last few 7 cars alongside the 
growth in the lending operations of the land desclopmcnt banks 
and, in this context, of the need for larger mobilization of share 
capital which will improsc their capacity to absorb overdues While 
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therefore, we do not favour a general increase m the sh.u c-hnking at 
the member level m respect oflong-tcrm loans, we do feel that in the 
ease of relatively laigc loans winch arc normally availed of by bigger 
cultivators, a higher contribution towards share capital may be in- 
sisted upon than for other loans This will also be in keeping with the 
principle that there should be a larger draft on the own resources of 
the more affluent cultivators than for small cultivators We, therefore, 
commend the procedure which is now in vogue in Gujarat and suggest, 
specifically, that the share-linking may be fixed at 5 per cent of the 
loan for loans up to Rs 5,000 and 7k per cent for loans exceeding that 
amount 


State Participation 

37 The other means of increasing share capital of land development 
banks is through State participation at the apex and primary levels 
It ma> be recalled that the Rural Credit St irv c\ ^.Committee had, 
recommended that the Reserve Bank should _makc long-term loans, 
to state governments out'oT the National AgricuUuial Credit (Long- 
term Operations) Fun d to en able thcnt-to-subscribc tojli c sha re capital 
of b oth central ancT primary lan d, development Jxinks _ Hie Reserve 
BanTTFpoTtcy has, turnover, been to assist in the State partnership of 
only the ccntr.il land development banks but not of the primary 
units mainly on the consideration that the latter arc not resource- 
raising institutions 

38 We have earlier referred to the scveial advantages which can 
be derived from having an independent unit with a personality of its 
own at the primary' lev cl In the new context, the primary land develop- 
ment banks wall not be a mere medium through which funds will be 
advanced to the ultimate borrowers These units will need to ensure 
that each loan proposal is suitably appraised before it is recommended 
to the apex bank and is carefully followed up, after it is sanctioned, 
by effective supers isioii over its utilization and recovery The primary 
unit should, therefore, be strong enough, from this point of view, in 
terms of its own resources At present, only a fifth of the share capital 
collected from members is usually retained at the primary' level, the 
balance of 4/5U1 being passed on to the central land development bank 
In view of this and the fact that their reserves arc not sizeable, the 
disposable resources of the primaries arc usually limited In the result, 
the primary bank has to avail itself of funds from the apex institution 
before it can disburse any loan In fact, anticipating the probable 
needs of the primaries, large cash balances arc m some instances 
kept with them by the central land development banks. Tins results 
m a loss to the latter where there arc delays m disbursement of loans 
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to the cultivators, because the central land development bank would be 
paying interest to the State Bank or any other source from which 
it might have raised those funds On the other hand, if the primaries 
ha\c adequate resources of their own, they can first lend and subse- 
quently reimburse themselves from the central land development bank 
This will enable the former to have a higher margin on the resources 
so used and the central land development bank can economize on the 
drawi Is on interim accommodation on which it has to pay an interest 
rate of 7) per cent to 8£ per cent The strengthening of the share 
capital of the primary units will also increase their capacity to absorb 
the overducs and facihtatc a free flow of funds As we have mentioned 
earlier, full support from various agencies to the ordinary debentures of 
central land development banks will be forthcoming in 1969-70 only if 
the proportion of overdues to demand at the apex and primary levels is 
kept within 10 per cent and 15 per cent respectively In other words, it is 
assumed that at least 5 per cent of the overdues will be absorbed within 
the internal resources of the primary banks, if the contemplated lending 
programmes are to go through This, again, highlights the need for 
augmenting the capital structure of primary land development banks 
In the circumstances, we consider that a stage has now been reached m 
the operations of the long-term co-operative credit structure when 
State participation in the share capital of primary land development 
banks as recommended by the Rural Credit Survey Committee m 1954 
is called for Wc note in this connexion that at its meeting held in May 
1969 the Standing Advisory Committee on Rural and Co-operative 
Credit has also taken this view Wc, therefore, recommend that the 
state governments might contribute to the share capital of primary land 
development banks and that, for this purpose, the Reserve Bank should 
sanction long-term loans from its National Agricultural Credit (Long- 
term Operations) Fund to state governments 

39 Wc consider that a modest amount may be contributed to the 
share capital of a primary land development bank to enable it to have 
enough resources to meet, say, a fortnight’s requirements from the 
point of view of disbursing loans in anticipation of reimbursement by 
the central land development bank, apart from the share capital 
requirements with reference to the borrowing power One of the consi- 
derations kept in \ icw by the Reserve Bank while determining the 
extent of share capital contribution required by a central land develop- 
ment bank, was the need for disposable resources of its own to meet 
the contingency of shortfalls in interim accommodation If, similarly, 
go\cmmcnt share capital in the primary bank is thought of as a means 
w hereby loans can be advanced in the first instance and funds drawn 
later on a reimbursement basis from the apex bank, the need for govern- 
ment share capital at the apex bank may be correspondingly reduced 
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as 10 per cent In the other banks, viz , Assam Bihar, Kerala, Madhja 
Pradesh and Rajasthan and those in union territories, the extent of 
gotemment contribution is more than 50 per cent ^\e do not attach 
special significance to the mere proportion of State contribution to 
total share capital but do consider that it should be substantial m the 
case of xoung institutions as well as those which contemplate a steep 
increase in their operations It is a welcome feature that the relatixclx 
w cak central land dex clopment banks hax e gcncralh reccn cd substan- 
tial higher contributions from the got emment It max well be that in 
some other cases too, there is need for larger participation bx state 
go\ emments than obtains at present We suggest that instances of this 
tvpc max be examined since increased contribution max be called for 
bx factors such as sizeable expansion of loan operations or relatix elx 
clow growth of members’ share capital 



CHAPTER 26 

LAND DEVELOPMENT BANKS (II): 

POLICIES AND PROCEDURES 

We ha\e referred in the last chapter to the large lending programme 
which the land development banks have set for themselves in the Fourth 
Plan Any sizeable expansion of the order proposed is, however, likely 
to impair the financial soundness of these institutions unless their 
lending policies are suitably reoriented, operational procedures are 
streamlined and supervisory macliinery is strengthened It is wnth 
these important aspects of their working that we deal in this chapter 

Lending Policies 

2 Having come into being mainly m order to relie\ e the agriculturist 
of the burden of indebtedness m the wake of t he economic depression 
of the thirties, the land mortgage banks ad\ anccd loans in the initial 
jears largclylor redemption of prior debts and mortgages of land The 
demand and justification for long-term credit for these purposes, 
however, declined m later years, with the war-time and post-war 
increase in prices of farm produce and agricultural land At the same 
time, following Independence and the advent of economic planning 
with agricultural development as an important objective, the need for 
credit for financing capital investment m agriculture came to be 
emphasized by the Rural Credit Survey Committee and other expert 
committees, 

Devdopment-onmied Credit 

3 Accordingly, the land mortgage banks ha\e in subsequent years 
generally reoriented then loan policies so as to accord priority to 
deselopment needs It is m keeping with this trend that in many 
states these institutions are now styled ' land dc\ elopment banks 
However, despite this shift in emphasis, loans for redemption of poor 
debts continued to be significant till recently in a few states, notably 
Kerala and Bihar, where such loans formed 59 per cent and 42 per 
cent respectively of the total loans issued by the central land develop- 
ment banks during the year 1966-7 It is only from 1967-8 that this 
proportion has been brought down, mainly because of the stipulation 
in that year that support to ordinary' debenture issues of land de\ elop- 
ment banks from the Reserve Bank, the State Bank of India and the 
lafe Insurance Corporation of India would be forthcoming only if at 
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least 80 per cent of their loans were for productive purposes Table 1 
gives the purpose-wise classification of the loans issued by the central 
land development banks during the co-operative year 1967-8 Of the 
sum of Rs 86 crores advanced by them during this period, Rs 69 crores 
or 80 5 per cent were for sinking of new wells, purchase of pumpsets, 
tractors and power tillers and such other easily identifiable productive 
' purposes About Rs 1 5 crores went for other productive purposes such 
as levelling and bunding, reclamation of land and other land improve- 
ments Taking all the banks together, only about 2 per cent of the loans 
issued by them were for non-productive purposes like redemption of 
pnor debts and purchase of land 

4 This shift is also seen from the field studies on long-term agri- 
cultural credit carried out at our instance in seven selected districts 
These investigations showed that all the banks studied were giving 
loans only for productive purposes except the bank at Pollachi m 
Coimbatore district which had provided some credit for the redemption 
of loans borrowed earher for investment purposes Although several 
developmental purposes were financed, the bulk of the demand was for 
two or three items, as can be seen from the following data which relate 
to 1965-6 and were collected in the course of the field studies 


Primary Unit ( District ) 

Purposes for which Loans lure Issued in 
Importance 

the Order of their 


(I) 

(2) 

(3) 

Gannavaram (Krishna) 

Composite 
loans 1 (68 per 
cent) 

Tractors (12 per 
per cent) 

Wells (12 per 
cent) 

Khed (roona) 

Wells (68 per 
cent) 

Oil engines and 
electric motors 
(22 per cent) 

Land reclama- 
tion and im- 
provement (10 
per cent) 

Miryalguda (Nalgonda) 

Reclamation 
(97 per cent) 

Wells (1 4 per 
cent) 

Farm machinery 
(l per cent) 

Pollachi (Coimbatore) 

Reclamation 
(91 per cent) 

Wells (3 per 
cent) 

Pumpsets (2 per 
cent) 

Una (Junagadh) 

Oil engines (69 
per cent) 

Wells (17 per 
cent) 

Orchards and 
plantations (10 
per cent) 

Mehsana (Mehsana) 

Oil engines and 
electric motors 
(73 per cent) 

Wells (19 per 
cent) 

Others (7 per 
cent) 

Baghpat (Meerut) 

Tuben ells and 
other svclls (57 
per cent) 

Pumpsets (16 
per cent) 

Tractors (12 per 
cent) 


^ ^ 3cWcd for P-po 5c to 
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5 Though products e purposes have begun to predominate, it is 
found that a large part of the loans has generally been advanced by 
the land development banks for broad non-concretized purposes such 
as * land dc\ elopment 1 and ‘ land improvement ’ As we have shown 
m Table i, out of Rs 86 crores advanced by the central land develop- 
ment banks during the co-operative year 1967-8, about Rs 15 crores or 
1 7 per cent of the total were issued for purposes which, although osten- 
sibly productive, were not precisely identifiable The proportion of 
such loans was unduly high in Kerala, West Bengal and Himachal 
Pradesh A qmck inspection of the primaries affiliated to these banks — 
undertaken by the Agricultural Credit Department of the Reserve 
Bank — was said to have brought out the fact that a large part of 
these loans was treated as ways and means advances by the concerned 
borrowers In view of this, the debenture floatations of two of these 
banks came to be curtailed in 1968-9 It is, therefore, necessary that 
specific details of the proposed land improvement should be sought 
from borrowers and the banks should in turn satisfy themselves about 
the need for the particular improvement, the outlay proposed, the 
production potential of the said improvement and so on It is equally 
important to ensure that the contemplated improvement does take 
place on the borrow er’s land after the loan is sanctioned We welcome, 
in this context, the stipulation made while determining the lending 
programmes of central land development banks for the year 1969-70 
that the banks tv ould qualify for the support from the various agencies 
to thfcir ordinary debentures, only if at least 70 per cent of the loans 
issued by them and shown as cover for debentures had been issued for 
easily identifiable productive purposes while the total productive loans 
should not be less than go per cent of the total 

Determination of Quantum of Loan 

6 Associated with this emphasis on developmental lending is the 
corresponding need to reorient operational pohcies and procedures 
T he foremost of th ese relates to the manner of determining the quantum 
of loan it is obvious that the loan should be sufficient for meeting 
the ouday on the purpose concerned -with reference to appropriate 
norms of the expenditure required, per acre or per umt Second ly— tho— 
amount and period should be such that the annual instalment is within 
the borrower’s repaying capacity as assessed -with due consideration 
for the addiuonal income expected to result from the investment 
Thirdly, the loan has to be so fixed as to leave sufficient margin to the 
lending institution with reference to the value (arrived at on a realistic 
and not ngid basis) of the land offered as security In the paragraphs 
that follow, we renew the current practice with reference to these 
general considerations and make some recommendations 
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7 Usually the maximum loan that can be sanctioned by the land 
development bank to an individual for a particular purpose is fixed 
xu the ha nk’s bv-laivs or m the loru ucgulations For machinery like an 
oil engine or a pumpset requiring outlays which arc not too large, the 
maximum is normally so fixed as to cover the entire cost of such 
machinery and, therefore, the adequacy of the loan vts-a-vis the outlay 
is usually ensured. In the ease of costlier machinery like a tractor, 
howe\ er, the cost may exceed c\ cn the individual maximum borrowing 
power fixed by the bank although banks arc taking steps to raise the 
ceiling m respect of loans for this purpose alone Where the cost of the 
tractor is higher than the loan, the borrower is expected to make up the 
shortfall from his own resources This may not be difficult as it is the 
farmer with a fairly large holding that normally goes in for a tractor It 
is m respect of purposes like land improicmcnt and sinking of new 
wells that the maximum fixed by the bank on a per acre basis or other- 
wise for the whole state may ha\c to be reviewed, as the cost may differ 
from area to area in new of the regional differences in soil conditions, 
ground-water resources, etc We recommend that, for such -purposes, 
the land deielopmcnt banks should go into the cost factor in different 
areas, if not for each individual ease, in consultation with local officers 
of the Agriculture Department and other knowledgeable persons and 
then e\ohc suitable scales up to winch funds may be provided for 
particular purposes 

8 In sanctioning loans the land development banks arc said to take 
into account the factor of repaying capacity, in addition to the cost of 
the asset to be purchased or improi cment proposed and the value of 
the security For this purpose data in regard to annual income from, 
and expenditure on, farm and non-farm activities of a prospective 
borrow'er arc obtained in the loan application How far these parti- 
culars are verified and used to determine the amount of annual 
instalment w hich can be paid by Ium and hence the period of the loan 
is not known The loan regulations of some banks (c g , Bihar, Madras 
and Mysore) stipulate the period of loans for different purposes In 
some, the period varies with the size of the loan (eg, Gujarat), 
whereas m some others (c g , Madhya Pradesh, Orissa and Punjab), 
the period is uniform lrrespcctn c of purposes and size Thus the total 
income from the hypothcca proposed to be dc\ eloped, both before and 
after development, is estimated on the basis of the crops grown and if 
the additional income is lughcr than the annual instalment payable 
wath reference to the specified period, the loan is usually sanctioned 
In some other cases, though normally repaying capacity based on the 
borrower’s total income is taken into account, his non-agncultural 
income is inflated merely to make him eligible for a substantially 
larger loan than he would have othenvise qualified for The very fact 
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that a uniform period of repayment is laid down for all loans for a 
particular purpose or of a particular amount is itself evidence of the 
failure to assess repaying capacity correctly and base the terms of the 
loan accordingly It is obvious, for example, that cultivators with 
larger holdings or larger incomes resulting from cultn ation of commer- 
cial crops, etc , should be in a position to repay some of the term loans 
in much shorter periods than others The manner in which a borrow er’s 
repaying capacity is computed and the period of a loan is determined 
his to be rationalized on a scientific basis if long-term credit has to be 
placed on a satisfactory' footing and the scarce long-term resources 
a\ ailablc for lending are to be put to optimum use 

Reorientation 

9 Reorientation of policies on these lines mvoh es many significant 
but inter-related aspects of lending which will have to be looked into 
bv the land de\ elopment banks If a bank is to make a loan for financ- 
ing outlays on dc\ clopmental investment, it has to ensure that the 
proposition being financed is technically’ feasible and economically 
viable and then determine how it should be made financially possible 
To start with, there has to be an mv estigation to ensure that the physical 
condiuons necessary for undertaking a particular line of 1m estment are 
a\ ailablc and, that, on technical considerations, such improvement or 
investment is one which can be undertaken in those circumstances 
For example, the large number of mfructuous wells which are reported 
to have been financed by loans from land development banks in certain 
parts of the country' with the result that these banks are saddled with 
ovcrducs, point to the need for looking into the hydrological and other 
related aspects of the terrain before it is decided to sanction loans for 
w ells in that area Technical investigation is also necessary’ to determine 
certain financial elements of the scheme, such as the cost of certain 
works to be undertaken, the depth up to which the wells have to be 
sun! , the content of the land levelling and other processes and so on 
On these would depend the size of the loan, the repayang capacity’ 
which may be assumed and the duration of the loan AssumpUons wall 
also hav e to be made with regard to the cost of the proposed inv estment 
operations in terms of material to be used, labour to be employed, 
machines to be purchased and so on Whether the required machines 
or other supplies are available in the market, whether electricity is 
Id cly to be extended to the village in which loans for pumpsets arc 
hi ing sancUoncd, etc , arc the land of questions which wall have to be 
lool cd into Then again, it has to be examined whether, even though a 
particular type of investment mav be desirable generally m a specified 
area, it can be regarded as worth while from the point of view of a 
parucular farm umt wath its given size, nature of soil, crop pattern 
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and potential farm business Costs and returns will have to be carefully 
investigated so as to provide the basis on which appropriate assumptions 
may be made by the lending agency Then again, m calculating the 
repaying capacity, assumptions will have to be made on a realistic 
basis and in consultation with the agricultural authorities as well as 
knowledgeable farmers about the crop pattern which is likely to be 
adopted as a result of the proposed investment, the probable addition 
to yields, the pnees hkclv to be fetched and so on. It has also to be 
examined and ensured if those services and supplies will be forthcoming 
which arc necessary for the full rcali7ation of the additional production 
potential expected by the in\ estment financed by a term loan. Tins will 
imohe enquiry into matters such as the availability of a satisfactory 
distribution machinery for the inputs, arrangements for short-term 
credit, adequate extension organization and finally, suitable arrange- 
ments for the disposal of the produce on remunerative terms 

io "We arc afraid that none of these aspects which arc relevant 
for term lending designed to finance capital investment in agriculture 
is being adequately looked into by the land development banks engaged 
in such loan operations at present, except under the schemes of the 
Agricultural Refinance Corporation At the same time, unless these 
arc taken care of, there is a danger that the much larger levels of lend- 
ing which arc now enusaged wall not be built up on a sound basis 
It is partly the lack of tins kind of discipline which is probably reflected 
m the rising ovcrducs in long-term co-operative credit in several states 
This is particularly important because a steep and sizeable increase in 
co-opcrati\c long-term credit is contemplated and there arc various 
indications that, in terms of organization and policy, several of the 
land development banks do not seem to be fully equipped for this task 
While we shall return later to the problem of suitable staff, we would 
make here the recommendation that the present lending policies and 
procedures of the land development banks should be reviewed m a 
comprehensive manner and revised in all necessary aspects so as to 
bring them in line with the requirements of sound investment credit 
and to ensure the optimum use of scarce long-term resources, with due 
consideration for all relevant matters such as those which w r c have 
mentioned earlier In particular, we would emphasize the need for the 
land development banks to look into the technical feasibility of the 
improvement or investment to be financed, the economic viability of 
the proposition in relation to the size of holding and the nature of farm 
business of the borrower, the increase in production and income 
expected to result from the investment and the repaying capacity so 
generated, the period for which the loan may be sanctioned and the 
extent to which the cultivators of different classes may be expected to 
finance such outlays from their own resources 
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ii In proceeding on the lines indicated above, the central land 
development banks may draw on the expertise available in the local 
Agro-Economic Research Centres, the Agricultural Universities and 
the Agriculture Departments of the states and also consult the Reserve 
Bank and the Agricultural Refinance Corporation It avill also be useful 
if a small group of representatu es of these bodies is appointed as a 
technical committee tp renew the available experience and formulate 
principles on the basis of which repaying capacity may be determined 
The committee may also be required to draw up a model application 
form winch will give all the relevant data in detail in regard to the 
cultivator, the investment proposed, the income likely to arise out of the 
imestment, the probable expenditure on inputs on reclaimed land, 
etc , so as to provide the basis for assessment of repaying capacity and 
determination of the period of repayment We also recommend that a 
manual on term lending for agriculture be drawn up by the Agricul- 
tural Refinance Corporation and the Agricultural Credit Department 
of the Reserve Bank of India, on the hnes of the Crop Loan Manual 
issued by the Bank 


Srcuntj 

12 Security continues to be an important limitation on the size of 
a loan advanced by a land development bank The loan eligibility 
of a member is determined, m the ultimate analysis, by the value of 
hypothcca which is normally so per cent of tbe value of the land offered 
as security, as computed in accordance with the rules of the bank 
Where the eligible loan amount arrived at in this manner is not ade- 
quate to finance the development taken on hand, half the cost of im- 
provement proposed to be earned out in the case of sinking of wells, 
land reclamation, etc , and full cost in the case of purchase of pumpsets 
and agncultural machinery is added to the valuation and loans 
may be made up to one half of the total value so arrived at In some 
deserving cases where even these concessions arc not adequate, the 
nluc of the applicant’s other immovable properties, up to a per- 
centage, arc accepted as additional sccunty In certain cases, where 
the cost of the machinery to be purchased or the improvement to be 
effected exceeds the amount permissible on the sccunty offered, the 
loan is sanctioned up to the latter limit subject to the applicant finding 
the balance from his own resources As regards general land develop- 
ment b) lc\ clhng, bunding, reclamation, etc , in areas covered by 
ri\cr aallc) projects and other major lmgation schemes, the quantum 
of loan required per acre generally happens to be higher than the 
entitlement based on the current value of the land In such cases the 
state goicrnmcnts permit valuation at an enhanced rate on the basis of 
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the potential value so as to enable the agriculturist to develop his land. 
Again, in schemes for development of special crops like rubber, tea 
and coffee, as the cost of preparing the land and planting the crops 
will naturally be higher than the eligibility based on the current value 
of land, the state governments generally give a guarantee to the extent of 
the difference to the bank till the security becomes adequate as a result of 
an increase in the value of land or reduction m the outstanding loan 
13 Methods of valuation of the land offered as security to land 
development banks differ from state to state, and in some cases, even 
from region to region within a state For instance, in Andhra Pradesh, 
the average of sales statistics for a period of 7 years is the basis for 
valuation m Coastal Andhra and Rayalaseema areas The valuation 
in the Telangana area is on the basis of land revenue The value is 
taken at 60 tames the assessment for wet land under irrigation canals 
subject to a maximum of Rs 1,500 per acre if two crops are grown and 
Rs 1,000 per acre if one crop is grown, at 50 times the land revenue 
assessment subject to a maximum of Rs 600 per acre for wet land 
served by tanks and at 100 times the assessment for ram-fed dry land 
subject to a maximum of Rs 200 per acre There are, again, different 
norms for valuation of black cotton soil, dry land irrigated by wells, 
grazing land, etc In Maharashtra, the hypotheca used to be valued at 
300 times the revenue assessment subject to a minimum of Rs 300 per 
acre till a few years ago, when the valuation was enhanced to 500 tames 
the assessment or Rs 500 per acre whichever was higher In Gujarat, 
four systems of valuation are said to be in vogue The loan eligibility 
in each case is 50 per cent of the value so arrived at, to which half the 
cost of the improvement proposed is added subject to an overall ceiling 
equivalent to the full value of the land Under the first system the land 
valuation is 350 times the revenue assessment Under the second 
system four types of valuation are taken into account, viz , (1) valuation 
as estimated by the local panchayat after taking into account the fertility 
of the land, mcome therefrom, irrigation facilities and other factors, 
(u) the average sale value of land m the area on the basis of the sales 
statistics of the last five years, (tn) 150 times the revenue assessment 
and (id) 150 times the average assessment rate of the village fixed by 
the government The above four values are added and their average is 
taken as the land value In the third system, land is valued at Rs 200 
per acre Under the fourth system which is employed in special develop- 
ment scheme areas for coconut plantation, the valuation is a little higher 
than for the normal schemes In Kerala, certain minimum and maxi- 
mum amounts are fixed for land under different crops In Uttar 
Pradesh, again, there are three methods of valuation, as multiples of 
land revenue, for different types of land and the loan eligibility is 30, 
40 or 50 per cent of such values 
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14. Our own field studies have shown that the valuation of land 
by land development banks is generally lower than the valuation 
followed by the government for taccam loans In Coimbatore, the 
basis for valuation is the same but eligibility is 66j to 75 per cent 
of such \aluation for taccam loans and 50 per cent for the land develop- 
ment bank loans In certain instances, the lower valuation adopted by 
the banks is understood to ha\e stood in the way of a small farmer 
getting an adequate loan For instance, in Junagadh and Mehsana 
districts in Gujarat, the borrowing capacity is 350 times the amount of 
land rcienuc which is about Rs 2 per acre Thus the maximum loan 
eligibility works out to Rs 700 per acre A farmer who desires to have 
a loan of Rs 2,000 for a well should, therefore, have about 3 acres of 
land if the land revenue is Rs 2 per acre and about 5} acres of land 
if the land rc\cnue is Re 1 per acre Again, for purchase of an oil 
engine, which is said to be very essential m Mehsana district and calls 
for inaestment of the order of Rs 7,000, a farmer has to have more 
than 10 acres of land, on the present valuation standards It has been 
reported that in this area cultivators having small holdings are not 
able to obtain adequate loans for w’ell digging and oil engines and tins 
is said to ha\ c created a class of owners of wells (some of w'horn are 
tradcr-cum-cultnators) w’ho supply w-ater to their neighbouring small 
farmers, the customary w-atcr charges being one-third of the gross 
produce of crops irrigated Again, in all the seven districts selected 
for the field studies, the majority — in some districts an overwhelming 
majority — of the loans have been taken by those -who are having 
more than 5 acres ofland, as shown in the following table 


Table 2 

Percent ace of Borrowers of different croups to total number of Borrowers 1 



District 

Below 5 
Acres 

5-30 

A 'res 

Abo-'f 30 
Acres 


(i) 

(2) 

(3) 

(4) 

Poona 


9 7 

82 1 

8 2 

Krishna 


24 4 

71 9 

3 7 

Nalgonda 


25 8 

69 9 

4 3 

Coimbatore 


15 0 

63 5 

21 5 

Junagadh 


4 8 

81 8 

13 4 

Mehsana 


16 3 

82 0 

1 7 

Meerut 


44 8 

55 

2 


1 Based on sample of hammers. 

15 IN c consider it logical, as stated earlier, that in determining the 
quantum of loan in dc\ clopmcnt-onentcd credit, land dcrclopmcnt 
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b> land development banks is for the purchase of pumpsets, tractors, 
pou er tillers and other costly agricultural machinery Oil engines and 
electric motors alone accounted for nearly Rs 29 crores or 34 per cent 
of the total loans issued by them during 1967-8 The assets * created 5 
in such cases are external to the land and, therefore, can by themselves 
sen c as security for the loans taken It is m this changing context that 
a suggestion is sometimes made that instead of insisting on mortgage 
of land, the land development banks might consider advancing loans 
for these purposes against the hypothecation of the machinery for the 
purchase of which the loan has been advanced backed by some 
collateral security, as, for example, a charge on the land of the member 
The adoption of this suggestion, however, presents various problems 
Firstly, tins involves a fundamental amendment of the legislation 
dealing with the working of land development banks in each state 
Secondly, complications are likely to arise m practice if, under this 
arrangement, the statutory charge becomes a common security for 
both the primary agricultural credit societies and the land develop- 
ment banks Thirdly, it is doubtful if, at the present stage of develop- 
ment of investment credit for agriculture, the potential investors in 
the land development bank debentures would continue their support 
if these arc backed only by the hypothecation of the concerned equip- 
ment and charge on land, instead of by mortgages of land as at present 
Abo\ c all, the significance of the security of land is not so much that it 
can be realized in practice as that it is a guarantee that the borrower 
continues to be in business m agriculture This link is invaluable for a 
long-term loan We, therefore, feel that the mortgage security cannot be 
dispensed with 


Financing of Small Farmers 

17 One of the features of the working of land development -banks on 
w hi ch increasing attention is being focussed relates to the extent to 
which thc> finance small farmers As stated earher, our own limited 
field studies broadly indicate that, in some of the states, a relatively 
small proportion of the total loans has gone to small cultivators It is 
not easy to say how far this reflects mere discrimination against farmers 
of this category It is possible that the small cultivator’s limited access 
to imestment credit has resulted, to some extent, from the inadequacy 
of the security w hich he can offer, viz , his land, on the prevailing 
standards of aaluation In cither case the situation can be corrected 
by appropriate changes in the operational policies of the institutions, 
supported b) special arrangements for intensive supervision On the 
other hand, it is also true that some of the small holdings are too un- 
economic to sustain imestment of certain categories, ea en if repayment 
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of the loans for financing such outlays is spread out over a long period. 
In tins respect, we consider that new possibilities have been opened up 
for combining irrigation facilities on the one hand with the use of 
high-yielding varieties and related dosages of fertilizers on the other, 
so as to lift the small cultivator from subsistence to commercial farming 
If suitable programmes can be drawn up, cultivators of 3 to 5 acres 
in certain areas may be able to acquire the repaying capacity to be 
eligible for a long-term loan for certain hues of investment It may be 
necessary in some eases to provide for a longer period of repayment 
than is available at present, provided it does not exceed the life of the 
asset created or the improvement effected Joint loans to tivo or more 
cultivators for the construction of a common well — which are already 
in vogue in some areas — also assume significance m this context 
While our specific proposals in regard to these possibilities have already 
been made m Chapter 18, we shall only recommend here that, in the 
formulation of general lending policies of the land development banks, 
account should be taken of the special problems of small farmers and 
means found, under intensively supervised credit programmes, to 
help them take up certain lines of investment either by undertaking 
them on a group basis or by being enabled to make the repayment 
over a fairly long period 

Streamlining of Procedures 

18 A major shortcoming in the working of the land development 
banks relates to the time taken by them to sanction loans This results 
mainly from the delay at the stage of examining the titles of intending 
borrowers to the lands offered by them as security As these loans are 
required mostly for carrying out development works, it is essential that 
they are disbursed expeditiously and the various procedures arc, for 
this purpose, streamlined In this context, the Rural Credit Survey 
Committee had recommended that the state governments should take 
suitable steps, including amendment of the relevant law to the extent 
possible, to ensure that a mortgage to the land development bank had 
the effect of the title being unambiguously vested m it Maharashtra 
was the first state to incorporate new provisions m its Co-operative 
Societies Act which had the effect, on the one hand, of cutting down 
substantially the delay involved in examining the title, verifying prior 
encumbrances and registering the mortgages and, on the other, of 
inducing the banks to adopt bolder lending policies Some of the 
important provisions in the hfaharashtra Act which help to reduce the 
delay m sanctioning the loans are Section 118 — wluch prescribes 
what has come to be known as the public enquiry system whereby a 
Pubhc notice of each application to the land development bank is given 
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and all persons having or claiming interest m the land to be offered as 
security for the loan are called upon to present their objections at a 
specified time and place, and Section 122 — which exempts the land 
development banks from the registration of mortgages under the Indian 
Registration Act The provisions which facilitate the adoption of liberal 
lending pohcies by the land development banks are Section 120 
— which recognizes mortgages m favour of land development banks 
created against the security of tenants’ interests in land and protects 
the banks in the event of transfer of land by sale, etc , Section 1 25 — 
which makes the mortgages executed by managers of joint Hindu 
famihes binding on every member thereof notwithstanding any law to 
the contrary, and Section 138 — winch empowers the Collectors to 
recover the dues to the land development banks as arrears of land 
revenue Except Section 118 dealing with the verification of tide 
through a pubhc enquiry, the other sections were adopted by Gujarat 
soon after Subsequently, following a recommendation of die Com- 
mittee on Takavi Loans and Co-operative Credit (1962), similar 
provisions have come to be incorporated in die Acts of several odier 
states (c g , Andhra Pradesh, Jammu and Kashmir, Madhya Pradesh, 
Mysore, Orissa and Rajasdian) In Bihar, the state government, we 
understand, has been moved to bring in die necessary amending 
legislation We recommend diat simdar legislation be enacted by all 
the other states so that the operations of the land development banks 
arc facilitated without their interests being, m any manner, jeopardized 
'We vould also recall, in this connexion, that in Chapter 16 we have 
commended for adoption by other states the specific provision which 
has been made in the Maharashtra Co-operative Societies Act for 
ensuring that the charge created by a cultivator in favour of a primary 
credit society is subordinate to any claim of a land development bank 


Stages of Scrutiny 

19 Though many states have taken legislative or other measures to 
streamline procedures for long-term loans, there are, still, long delays 
There arc broadly fi\e stages between the receipt of a loan application 
and the disbursement of the first instalment of the loan The first stage 
is taken up by the preliminary scrutiny by die primary land develop- 
ment bank or the ‘ official ’ specified for the purpose of receiving the 
loan applications He checks up whether all the necessary documents 
ha\ c been furnished and the borrower is informed if any more are 
required Next comes the public enquiry, where such procedure exists, 
to \ crif\ the title of the borrower, or the corresponding stage of scrutiny 
elsewhere The third stage relates to the scrutiny into the purpose of 
the loan, \aluation of h>pothcca and assessment of repaying capacity 
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The fourth stage is the submission of the entire loan case to the board 
or the executive committee of the primary bank or the branch com- 
mittee m the case of a branch The fifth and final stage relates to the 
transmission of the loan case, for final sanction, to the central land 
development bank with the recommendation of the primary and the 
disbursement of the first instalment which follows All these five stages 
are quite important and should together take 2^ months, 1 e , about 
15 days each on an average It is reasonable, and should be possible, 
to bring down the period to 2 months, if not less, by quickening the 
procedure at different stages 

20 Each central land development bank should analyse the 
procedures at each stage and consider how best they can be simplified 
without the essential requirements being sacrificed The delay m the 
first stage, for instance, has direct relation to the number of documents 
which the borrower is required to furnish along with his application 
The types and number of documents vary from state to state, but it is 
reported that the number of documents asked for by the land develop- 
ment bank is usually more than the number required by the govern- 
ment for its taccavi loans We suggest that it may be reviewed whether 
any of these documents can be given up consistently with the safety of 
the loan and whether any of them can be obtained more expeditiously 
and conveniently by the bank itself At the second stage, verification 
of title by the public enquiry system takes about 1 5 days More tame is 
taken when this is done by obtaining an encumbrance certificate The 
delays are even longer if, as our survey m Coimbatore district 
showed, the certificate reveals earlier transactions on which further 
documents are required The third stage involves, among other things, 
inspection of the hypotheca As the supervisor or the competent official 
has to verify the security m a number of cases, he should so plan his 
visits as to cover all the loan applications in his charge in as short a 
time as possible There has to be an adequate number of supervisors 
and their work properly planned The delay in the fourth stage may 
occur, mostly, because the sanctioning body at the primary level does 
not meet often enough The execution of the mortgage bond may also 
occasion delay but it can be minimized by the borrower himself The 
time taken at the final stage for disbursement may result from the delay 
of the primary bank m arranging for the necessary funds or that on the 
part of the borrower himself in not executing the necessary mortgage 
deed or not drawing the loan after it is finally sanctioned 

21 In the field studies on long-term credit earned out at our 
instance, it was revealed that 4.3 to 82 per cent of loans in 6 out of 7 
selected districts m 1965-6 had been disbursed within 3 to 6 months 
of the application The time-lag exceeded 6 months m the case of 
nearly 81 per cent of loans disbursed in one district (Krishna) and 
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38 per cent in another (Mebsana) We give fuller details m the 
following table * 


Table 3 

Tbie-lac between Date of Application" and Date of Disbursement op Loan 1965-6 
(B med os Sample of Borrowers) 


Prtnay Lrit 
(District) 

Bdcx 1 
Month 

1-2 

Months 

2-3 

Months 

3-6 

Months 

Abo-e 6 
Months 

Total 

(i) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Gannavaram 



2 

11 

13 

109 

135 

(Krishna) 



(1 5) 

(8 1) 

(9 6) 

(80 7) 

118 

Khed 


1 

26 

19 

68 

4 

(Poona) 

(0 

8) 

(22 0) 

(16 I) 

(57 6) 

(3 4) 

399 

MiryaJguda 

3 

30 

88 

278 1 

— 

(Nalgonda) 

(0 

8) 

(7 5) 

(22 1) 

(69 7) 


104 

Una’ 


2 

11 

32 

52 

7 

(Junagadh) 

(1 

9) 

(10 6) 

(30 8) 

(50 0) 

(6 7) 

486 

Baghpat 

22 

93 

139 

227 

— 

(Meerut) 

(4 

5) 

(20 2) 

(28 6) 

(46 7) 

44 

115 

Mebsana 



3 

19 

49 

(Mebsana) 



(2 6) 

(16 5) 

(42 6) 

(38 3) 

400 

Poilachi 3 


5 

30 

38 

327 

— 

(Coimbatore) 

(1 

3) 

(7 5) 

(9 5) 

(81 7) 




(Figures in brackets denote percentages to total ) 

1 Includes cases which are pending for more than six months, the break-up of which is 
not available. 

’ Data relate to 196-1-5 
1 Sample belongs to 1963-6 period 

22 The chief causes for delay at the sanctioning stage, according to 
the findings of the sun ey, were that (i) the loan application and relevant 
documents were incomplete, (n) procedures involved w'crc lengthy and 
time-consuming, (tit) the local managing committee had no power to 
sanction loans for higher amounts, and (10) the management did not 
meet often enough As regards the documents required to be submitted 
along with the applications, it has been reported that a borrower in 
Poona district has to furnish as many as eight documents to the land 
dciclopmcnt bank and they are two maps of the land proposed to be 
mortgaged , extract from the land record , extract from the mutation 
register , documents of tide to land , copies of promissory notes executed 
in fas our of creditors , extracts of deposit and loan accounts with co- 
operatn cs , certificate from the primary credit society in regard to the 
land charged to it and the balance of loan account, and certificate 
from the talati indicating the extent of lands mortgaged to government. 
The \cn process of obtaining so many documents cannot but be time- 
consuming and ma) in\ol\c payment of gratification to village officials 
On the other hand, in the case of taccavi loans, the applicant in the same 
district has to give onlj two documents, namely, the extract from land 
record and die tide deed In Coimbatore, a land development bank 
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applicant has to give the title deed, field sketch, and a certificate from 
the village officer that the hypotheca is under complete ownership and 
possession of the applicant, whereas a taccavi applicant has not to give 
any documents but only relevant particulars m the loan application 
The position is said to be similar in Nalgonda and Krishna districts also 
It is against this background that the land development banks have 
seriously to consider whether all the documents winch are now being 
asked for are stncdy necessary In some cases, there is also delay 
between sanction and disbursement, either because the primary bank 
or the branch does not have ready funds or because the borrower does 
not avail himself of the loan immediately if the required brand of oil 
engine is not readily available in the market or the electric connexion 
has not been given to the field In some other cases, as m Gannavaram 
(Andhra Pradesh), the delay is due to the fact that, for each loan m 
excess of Rs 2,000, the Deputy Registrar has to verify the hypotheca 
before it can be disbursed Delay m this particular area was inevitable 
as the official was in charge of 5 districts with 45 primary land develop- 
ment banks In 3 out of the 7 districts selected for the survey, the delay 
m the case of a large majority of loans between sanction and disburse- 
ment was more than a month 

23 These observations based on our field investigations are only 
illustrative but suffice to emphasize the need for reform of procedures 
all along the hne The rising tempo of expansion of long-term credit 
will make it increasingly difficult to reconcile the need for thorough 
and detailed scrutiny of loan applications with the consideration that 
their disposal should be expeditious We recognize that by its very 
nature dispensation of investment credit is a time-consuming operation 
but our concern is that it should not be avoidably so Verification and 
valuation of hypotheca can be expedited if certain unnecessary details 
are deleted and staff is augmented, improved in quality and organized 
more efficiently m the discharge of their duties This will leave more 
time for the assessment of the technical feasibility of the proposals as 
also of their economic viability in terms of repaying capacity Both 
these will take time to look into and will assume increasing importance 
We, therefore, recommend that each central land development bank 
undertake a review of its existing loan procedure, in consultation -with 
its field staff as well as non-official leadership to see which of its features 
can be abridged if not eliminated, and how the time-lag between the 
loan application and disbursement can be reduced to the minimum 
without any dilution of the qualitative aspects of the scrutiny of the 
application This is an exerase which has to be attempted in each 
state separately or even, preferably, m each district, as the smaller the 
area, the easier would it be to identify difficulties Reform of procedures 
on the one hand and strengthening of personnel to 'which we refer 
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later on the other should reduce the delay non associated with long- 
term credit 


Technical Assessment 

24. An aspect of the procedure for scrutinizing the loan applications 
received by the land development banhs, which is of increasing import- 
ance, relates to the investigation of the soundness of the investment 
proposed to be financed Every loan proposal has to be assessed 
through a quick and efficient procedure from the point of view of its 
economic v\ orthvv hileness and technical feasibility Though in some 
states the loan applications of land development banks are required 
to be forwarded through extension authorities for obtaining their 
advice in regard to the technical feasibility of the project taken on hand, 
tins has become a mere formality with the increasing number of 
borrowers For example, the outcome of the financing of any pro- 
gramme of wells is uncertain, in the absence of a systematic and 
comprehensive survey of underground water resources It was brought 
out in the survey conducted at our instance that 5,000 or 10 per cent 
of the total number of wells m Poona district were not useful at all 
Again, in Knshna, the bore wells were seen to be coming up so close 
to one another that they might not be useful for irrigation unless two 
or three bores were dug in such wells, thereby increasing the cost. In 
these and other contexts, it is becoming clear that the land develop- 
ment banks cannot always look to government or any* other agency’ for 
technical expertise Either such assistance is not wholeheartedly 
forthcoming or it is not of the requisite quality or available on the 
required scale Many’ of the primary land development banks in 
Maharashtra, we understand, have engaged on their staff qualified 
engineers or agricultural graduates to advise the farmers about the 
technical aspects of the various schemes of agricultural development 
taken up bv them The Gujarat State Land Development Bank is 
reported to have taken on its staff two Class I agricultural officers and 
one engineer to advise the bank on technical matters It is, in our view, 
necessary that the land development banks should, m the long run, 
have reasonable complement of technical staff of their own without 
having to depend entirely on the services of government officers Till 
the barks are able to reach that stage, however, dependence on 
government personnel will have to continue Even when banks are in 
a position to employ technical staff, such staff cannot fully substitute 
for the government staff at the field level, as the bank staff has, mcvit- 
ablv, to be limited in size We recommend that appropriate steps be 
tilcn bv state governments, firstly, to enable the land development 
banks to employ a minimum complement of technical staff as early as 
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possible and secondly, to make available, for this purpose, the free 
services of government staff of different categones to these banks both 
at the state level and in the field 

Supervision and Recoveries 

25 The need for an efficient machinery for supervision has acquired 
a new urgency and significance with the orientation of the lending 
policies of the long-term credit institutions to development purposes 


Content of Supervision 

26 Financing of investment in agriculture is obviously a task of 
greater complexity, m more than one aspect, than the making of long- 
term loans for repayment of prior debts Firstly, the quantum of loan 
is not to be based on the value of security alone but has to be deter- 
mined, as we have stated earlier, with reference to certain norms of 
outlay for each type of investment and on the basis of repaying capa- 
city This, m turn, involves certain assumptions regardmg die minimum 
size of holding required for sustaining a particular type of investment 
expenditure and an assumption of the probable repaying capacity 
hkcly to be generated by it Within diese broad assumptions, a certain 
degree of adjustment for individual cases widi reference to dieir special 
circumstances is necessary as we have indicated earlier. Thus, even at 
the stage of determining the quantum of loan, some refinement of the 
way supervision has worked in die past is necessary The second 
important aim of supervision is to see that the loans are used for die 
purposes for which they have been given While tins can be ensured 
m the case of loans for oil engines, pumpsets, tractors, etc , by arranging 
for die supply of such machinery to the intending borrowers, it is 
necessary, m the case of loans for land development and sinking of 
wells, to see diat the work is actually taken up and to phase the dis- 
bursement, each instalment being released only after verifying the 
progress of the previous stage of work. Again, m die case of loans for 
electric pumpsets, the supervisor has to check up whedier die con- 
cerned borrow ers have actually receiv ed the power connexion and also 
whether there are proper servicing arrangements and so on The durd 
aspect of supervision is to see that the borrower, m fact, takes up the 
production programme on which his capacity to repay the loan 
depends Recoiery of instalments when they fall due is anodier 
important aspect of supervision While w r e shall suggest later m dus 
chapter certain norms in regard to staff requirement for the purpose, 
we w ould stress here the need for efficient arrangements for supervision 
m die context of development financing 
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27 That supervision even in its restricted sense is not generally m 
vogue has been brought out by our field studies It was found, for 
instance, that m Poona spot verifications were m such arrears that it 
was doubtful if the second instalments of loans for new wells were given 
after verifying the progress of work Again, in Meerut district, it was 
observed that, although loans above Rs 2,000 were to be disbursed in 
two instalments, m a number of cases such loans had been disbursed 
in a single instalment In the same area it was noticed that quite a few 
loans intended for purchase of pumpsets were directly disbursed in 
cash to the applicants and not to the supplying firm 


Overdues 

28 It is a matter of concern that the overdues of land development 
banks ha ve been rising steadily in recent years, in the wake of the 
expansion of their loan operations This trend has already assumed 
such proportions in certain areas that it threatens to affect the further 
flow of long-term credit, as improvement m this respect is becoming a 
pre-condiUon for institutional support to the debenture issues of the 
concerned land development banks In the following table we give 
paruculars of overdues in relation to demand at the apex and primary 
levels as at the end of 1967-8. 

Table 4 

Overdue? of Land Development Banks 


Percentage of Overdues to Demand 


State I Union 
Territory 


At the Apex level as at 
the end of 


At the Primary 
level as at the 
end of 


1966-7 1967-6 1967-8 


(1) 

(2) 

(3) 

(4) 

Andhra Pradesh 

Nil 

0 1 

1 4 

Assam 

65 1 

33 9 

N A 

Bihar 

59 5 

21 6 

* 

Gujarat 

24 0 

9 2 

* 

Haryana 

Nil 

Nil 

Nil 

Jammu and Kashmir 

16 0 

15 0 

* 

Kerala 

35 0 

32 0 

32 4 

Madhya Pradesh 

26 0 

29 I 

47 0 

Maharashtra 

25 0 

8 0 

25 0 

Mysore 

32 6 

30 8 

55 4 

Orissa 

12 8 

18 0 

24 8 

Punjab 

Nil 

Nil 

0 3 

Rajasthan 

34 4 

22 5 

35 1 

Tamil Nadu 

Nil 

Nil 

8 2 

Uttar Pradesh 

20 3 

11 7 

* 

Wai Bengal 

14 0 

21 0 

39 0 

Himachal Pradesh 

58 2 

48 2 

* 

Pondicherry 

28 6 

18 0 

• 

Tnpura 

70 0 

53 0 

* 


* The structure is \\ holly or largely unitary 
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20 The rrpav mcnt performance reflected m these figures is alarming 
m certain areas, especially if account is taken of the fact that the lc\el 
of o\ mines which mav be considered normal is much lower for instal- 
ments of long-term loans than for short-term dues With the present 
high lev cl of ov erducs w Inch is cv idem c\ en m co-operati\ elv dc\ eloped 
states, the time has am\ ed not onl) to make concerted efforts in the 
short run for the collection of the arrears, hut ilso to consider the long- 
term measures neccssan for keeping them in check While a large part 
of the o\ enlues nvn he attributable to slackness on the part of the 
recovers staff, <omc of the o\ enlues have possibK resulted from either 
natural calamities or from infructuous investment, as for instance, 
when the vs ell after us completion docs not strike water As regards the 
arrears resulting from crop failure, vsr have .dread) indicated in 
Chapter 17 onr mcvs that there is no need for st.ahih?ation arrange- 
ments for long-term credit on the lines envisaged for short-term credit 
\i the s-mic time, provision is nccrssarv, m ver) restricted contests 
and for small cultivators, to grant extensions of instalments according 
to rules which should he driwn up for the purpose Bv and large, the 
instalments of long-term loans bring rclativclv small, the incidence of 
crop failure should not be allowed to affect rrp lvmcnt performance to 
the same extent as it docs in the ease of dues to the short-term 
structure 


is I-~r’!r-r-! 

30 Infructuous investment largely arises 111 the case of dug-wells 
which fail to sird c water In such .an event, the borrower, particularly 
if lie is a small farmer, will br scvcrrlv h uidicappcd .and unable to 
repav the loan tal cn from the land development b ink In Maharashtra, 
the state government comes to the rescue of the land development hank 
in such eases bv giving it subvidv to the r\tcm of 50 per cent of such 
defaults As land development b mis will be advancing an increasingly 
large volume of funds for sml ing wells, provision has to be made in all 
states on these lines against the impact of infructuous investment or the 
farmer In recognition of tins need, we rccommrnd that part of the 
subsidy provision in the Plan for minor irrigation be suitabl) built into 
the scheme of long-term lending by land development banks At the 
same time, we would emphasize the importance of groundwater 
development programmes being supported by scientific surveys and 
investigations so that contingencies of this nature might be minimized 

Plan of Action 

3 1 On the general strategy of reducing ovcrducs, we would only 
reiterate the various suggestions which we have made in Chapter 17 
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and emphasize once again that there is no simple way out What is 
required is a whole change in the climate of the relevant attitudes and 
efforts and the promotion of recovery-mindedness at all levels and 
widespread recognition that the continuing serviceability of the insti- 
tution depends on prompt recovery of instalments on due dates The 
denial of institutional support to debenture issues in the absence of 
improvement in this respect will, we are sure, spur the management of 
land development banks to take steps for reducing overdues To the 
extent that misutihzation of loans accounts for failure to repay, better 
supervision and arrangements for verification of the use of loans arc 
called for Specifically we recommend that the following steps be 
taken in the direction of improving repayment performance (i) the 
due dates for instalments of long-term loans may be so fixed by the 
banks as to comcide with the harvest of the major crop or with the 
major source of mcome of the borrowing cultivator , (u) a recover)' 
dm c may be planned w ell in advance, preferably in association with 
the similar drive undertaken by the short-term credit structure, 
(m) primary land development banks having overdues m excess of a 
particular level may be refused funds for making new loans, and (m) 
a system of test check by the officers of the central land development 
bank may be instituted not only to see that loans have been properly 
utilized by the borrowers but also to verify whether the anticipated 
benefits of the investment are being denved in actual fact 

Co-ordination 

32 The operations of the land development banks cannot be cffec- 
U\cly oriented to agricultural development unless they are closely 
co-ordinated with the working of the relevant departments of the govern- 
ment such as Agriculture, Irrigation and Public Works besides Co- 
operation Of the contexts m which co-ordination is necessary, the 
most important relates to the priorities govermng the purposes and 
regions to be served by long-term credit, provision of technical guidance 
and aspects of land reform measures which have a bearing on the 
working of the land development banks It is clear that, if the invest- 
ment to be financed by the banks is to be supported by the necessary' 
supplies, services and other facilities forthcoming from government, 
their loan operations should follow, in their regional and purposc-wasc 
distribution, the pattern of the corresponding programmes of govern- 
ment in this sphere Again, since the success of any development 
scheme either for an individual cultivator or a group of cultivators will 
largclv depend on its technical feasibility’, assistance from government 
staff is necessary for prospecting and planning new schemes of develop- 
ment and, in certain instances, scrutinizing proposals contained in 
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35 As a step m this direction, it will be useful to have a committee 
at the state le\ d to co-ordinate all agricultural programmes and deal 
with all problems of co-ordination m connexion with institutional 
credit including those pertaining to the Agricultural Refinance Corpo- 
ration schemes and the normal lending operations of the land develop- 
ment banks This committee may consist of a representative each of the 
state co-operative bank, the central land devdopment bank, the 
state marketing society, the devdopment departments of the state 
government such as Agriculture, Irrigation and Co-operation, the 
Agricultural Refinance Corporation, the Reserve Bank of India and 
the State Bank of India, with provision for the co-option of additional 
representatives such as those of the state electricity board and of those 
commercial banks which have come into the picture of agricultural 
finance prominendy in the concerned state The mam functions of tins 
committee should be to review periodically (i) the progress in invest- 
ment m agriculture in different directions undertaken by the cultivators 
as part of the total plan made up of the various schemes for the whole 
state and (n) as associated with this, the provision of long-term and 
medium-term credit by the various financing agencies Although the 
emphasis here is on developmental credit, it should be possible for 
this committee to devote its attention to production credit needs as veil 
and secure co-ordination among all concerned in the matter of produc- 
tion credit, inputs and services This committee should be headed by 
an officer of a sufficiently high rank, say, the Agricultural Production 
Commissioner Wc suggest that instead of a number of committees 
being constituted, this committee itself should be made sufficiently 
representative and effective and equipped with a small but competent 
secretariat so that it can serve all the purposes connected with insti- 
tutional agricultural credit We are confident that a forum of this 
nature wall help to ensure that a number of inter-related decisions arc 
taken quickly and without elaborate correspondence, that instructions 
go out to the field officers expeditiously and clearly and that the progress 
made and the problems which emerge are constantly under review 

36 Wc further recommend that district co-ordination committees 
be also organized wherercr they do not already exist, with membership 
drawn from institutions and departments on a similar basis to that at 
the state level The details in this regard should be left to be determined 
separately for each district depending upon the types of problems 
faced, credit agencies involved and so on 


Coordination within the Co-operative Structure 

37 It is equally important that the operations of the land develop- 
ment banks should be co-ordinated with those of the short-term and 
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medium-term credit structure This problem will be automatically 
solved if the same agency can cater to all the credit needs of the agri- 
culturists but, m our view, both past expenence and the nature of 
future responsibilities clearly point to the need to keep the two sets 
of institutions separate as financial and administrative entities Tins is 
all the more reason, however, why there should be the fullest co- 
ordination between them in their working and an integrated service to 
the cultivator With a view to ensuring co-ordination between the 
activities of the state co-operative bank and the central land develop- 
ment bank, the Rural Credit Survey Committee had recommended 
that these institutions might have a common board of directors or at 
least some of the directors might be common to both This recommenda- 
tion does not appear to have been specifically implemented in any of 
the states, although there happen to be, in most states, one or two 
common directors We do not sec any difficulty in making a conscious 
effort to have some common directors on the boards of the two apex 
institutions and, therefore, reiterate tlus recommendation of the Rural 
Credit Survey Committee. A convention of this nature should help 
to provide the necessary chmate for ensuring co-ordination at the lower 
levels of the two structures We would further suggest that the principle 
of common directorship be extended to the district or taluka level also, 
so that there arc some common directors between the boards of the 
concerned central financing agency and the primary land development 
bank 

38 We would also endorse the following measures of co-ordination 
which were recommended by the Informal Group on Institutional 
Arrangements for Agricultural Credit (1) the central land develop- 
ment bank should extend its support to the state co-operative bank 
in the state by investing the permissible part of its sinking funds in 
fixed deposits with the latter , (a) the state co-operative bank, in 
turn, may support the central land development bank by investing in 
its ordinary debentures to the extent of a part of fluid cover require- 
ments and, also where possible, by providing interim accommodation 
to the latter , (m) the offices of the state and central co-operative 
banks may be used by the land development banks for expeditious 
disbursement of loans sanctioned as also for canvassing support for the 
rural and other debentures and for the payment of interest on such 
debentures , and (w) the management of the primary agricultural 
credit societies may be associated with the preliminary investigation 
and report in respect of applications of their members for long-term 
credit, the disbursement of such loans when sanctioned, supervision of 
their utilization and recovery of the instalments of such loans, with a 
view to ensuring that the total co-operative lending to an individual 
is within his repaying capacity and that the security available from 
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him is enlisted to the best advantage 1 It is only the first two of these 
suggestions which have been actively implemented in most states 

39 Partly in elaboration of one of the abo\ e suggestions, we suggest 
that a hnc of co-ordination, which should become increasingly relevant 
in the coming years, hes m the short-term credit structure closely 
following up the provision of long-term credit This the agricultural 
credit society can do by ensuring that the necessary credit and inputs 
for production reach the borrower of a long-term loan in time, in order 
that he may derive the full benefit of the increased income potential 
which has been created as a result of the capital investment made on 
his land We find that at present this type of co-ordination is 
contemplated (even if not ensured in practice) only in the context of 
the long-term loans given to agriculturists under special development 
schemes financed with assistance from the Agricultural Refinance 
Corporation A study is invariably undertaken m these areas, m asso- 
ciauon with the Reserve Bank, into the working of concerned central 
co-operati\e bank and the affiliated societies, with a new to advising 
them on the steps which should be taken for so strengthening them as 
to enable them to meet the increased production credit needs expected 
to emerge in such areas It should be the endeavour of the two wings 
of the structure even in other areas to attempt similar co-ordination 
so that the borrowers of land development banks are assured of credit 
of the ty-pc and on the scale required for them to carry' on production 
and acquire the assumed capacity' to discharge their obligations to 
both the structures This wall become increasingly' important in financ- 
ing the small farmers as they cannot become viable units unless the 
incomes anucipatcd from the production potential created by the 
contemplated investment materialize 

40 Wc also recommend that co-ordmation be ensured between 
the two structures in regard to credit for purposes which qualify for 
loans from both of them For example, whether the loan for sinking a 
well should be medium-term or long-term has to be determined in 
each case by considerations of repaying capacitv A set of principles 
accepted by both the agencies should, therefore, provide the basis for 
the financing of such investment through co-operative credit of either 
category' The sharing of security is another context in which co- 
ordination is necessary as well as desirable As w r e have indicated 
earlier, if the borrower who seeks a loan from the land development 
ban! has already created a charge on his land in fav our of a primary 
agricultural credit society’, the charge wall ha\c to be subordinate to 
the claim of the land development bank if the latter is to finance him 
In addition, the land development banks may provide technical 

^ ^ tteport of the Informal Group on Institutional Arrangements for Agricultural Credit 
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guidance to the institutions in the other structure m the formulation 
of policies connected with the financing of investment in agriculture 
and identifying fruitful areas and projects for medium-term lending. 

41 We would also refer, in this connexion, to the demand which is 
being increasingly heard for a single agency which can serve the culti- 
vator in respect of all his agricultural credit needs — short-term, 
medium-term and long-term While we rule out the possibility of a 
single structure undertaking all these functions, the objective under- 
lying this demand can be met in practice if the village credit society 
can be enabled, on the payment of suitable commission, to operate as 
the agency of the land development bank at different stages of the 
loan operations of the latter, viz , scrutiny of apphcation, disbursement 
of credit, supervision and recovery of instalments We are gware that 
only a few of the agricultural credit societies are as yet in a position to 
take up these additional responsibilities but the number of such societies 
will increase as viable units begin to emerge as a result of the pro- 
gramme of reorganization We, therefore, recommend that m each 
state a limited number of societies satisfying appropriate criteria 
pertaining to financial strength and operational efficiency be selected 
for functioning as agencies of the land development banks in their 
areas of operation and that this type of arrangement be gradually 
extended to an increasing number of societies after experience is gained 
as a result of this experiment. 

Problems of Staff 

42 A major problem which land development banks face in the 
context of their expanding operations is that of building up administra- 
tive and supervisory staff of the right quality and on the requisite 
scale All this involves no small effort especially for those states in which 
the banks still depend largely on government staff for scrutiny of loan 
applications, valuation of hypotheca, sanction of loans and recovery 
of annual instalments Besides, except m one or two states, technical 
personnel is almost totally absent At the same time, the responsibilities 
associated with the lending policies spelt out by us make it imperative 
that the banks should review the position m regard to their supervisory, 
administrative and technical staff and take action including long-term 
measures to equip themselves suitably Apart from ensuring adequacy 
of supervisory and other staff, the banks have to see that the manager 
of each primary unit has not only the requisite competence for such 
work but also the degree of independence to discharge his responsi- 
bilities conscientiously While the former can be secured by recruiting 
men with appropriate qualifications, paying them suitably and giving 
them the necessary training, the latter is more difficult to achieve One 
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\\ ay of ensunng that the managers discharge their duties in accordance 
with rules without being unduly influenced by local pressures is to male 
them members of a cadre for the whole state, borne on the central 
land development bank It is equally important to secure for the 
central land development banks also the services of well-equipped 
officers and staff through appropriate programmes of recruitment and 
training An interim solution of the problem at the central land develop- 
ment bank le\el, in a few cases, would be to draw competent officers 
from die Resen e Bank, die State Bank of India or the state 
co-operati\e banks to serve as senior executives on a deputation 
basis 


Staff at the Primary Level 

43 The size of staff for supemsion — who form the nucleus of die 
staff at die primary level — will have to be decided with reference to 
two mam considerations Firsdy, die supervisor has to attend to the 
scrutiny of applications, verification of security, etc , for a given number 
of new loans to be advanced during the year Secondly, he has to deal 
wath a certain number of outstanding loans (inclusive of earlier loans) 
in the sense, for example, of approaching die borrowers, at the right 
time, for repayment. The other relevant factor, although extraneous, is 
the extent to which adequate communications and transport facili- 
ties arc a\ ailable as that would determine whether die norm "based 
on these two factors is actually practicable Further, each primary 
land de\elopment bank or branch of a central land development 
bank should have a trained, full-time manager With die expanding 
\olumc of long-term credit, it may be expected that the level of 
business of these units wall be large enough to enable diem to 
employ staff according to the required standards One of die functions 
of the field organization is to ensure, by verification, that the long- 
term loans advanced are not misused If the verification by supervisors 
is to be efficient and genuine, it is essential that there should be a 
counter-check of a sample of the loans by the manager of a primary bank 
and of a smaller sample by an officer of the central land development 
bank For these and other purposes, it may be useful for the central 
land development banks to have staff of their own, stationed in zonal 
offices wherever necessary, to supervise the w'orking of the primary 
land development banks Without going into further details of the 
staff requirements at different levels, w r c w'ould recommend that each 
central land development bank should examine the present position 
in regard to staff of different categories and at different levels and take 
appropriate measures to ensure that the central and primary banks arc 
adequately staffed, m terms of quality and number, in order that loans 
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arc disbursed according to sound principles, arc supervised adequately 
and arc rccov crcd on due dates 

Cadre of Manager s for Pnmon' Banks _ 

Trom tbc point of view of ensuring the independence of the work 
of the paid managers of the primary land development banks, of 
attracting suitable talent for these posts and of providing them with 
opportunities for promotion within the central land dc\ elopment bank, 
we consider it advantageous for the latter to constitute a cadre from 
which the managers of primary banks might be drawn, on the lines 
suggested below 

(f) The cadre mas consist of managers of different grades to sene 
primary land development banks falling into different classes, 
according to the volume of their operations, c g., up to Rs 25 lakhs, 
Rs 05 lakhs to Rs 50 lakhs, Rs 50 lakhs to Rs 75 lakhs, Rs 75 lakhs 
to Rs 100 lakhs, and over Rs too lakhs 

(11) To start with, the cadre may be restricted to the posts of 
managers of the primary banks Persons on the cadre should be 
eligible for appointment to suitable posts in the central land dc\ elop- 
ment bank 

(tit) Recruitment and administration of the cadre may be \ ested m 
the central land dc\ elopment bank 

(to) Every primary’ land development bank which employs an 
officer from die cadre may not be in a position to pay for his salary', 
till it reaches a parucular minimum lev cl of business Since one of 
the incidental aims of this arrangement is to enable even the smaller 
primary banks to employ a manager satisfying the minimum 
standards of qualifications required, the central land development 
bank may provide to all the primaries the free services of the 
managers and collect from each a management fee related to loans 
outstanding from its members Alternatively, while each primary 
bank is required to pay die salary’ of die person taken by it from the 
cadre, the central land development bank may' help such primary 
banks as cannot meet these costs wholly by dicmsclvcs by charging 
them a shghdy lower rate of interest or providing them with a 
subsidy till they attain a particular level of lending 
(r) Training should be arranged for the persons recruited to the 
cadre, both at die long-term credit institutions and at suitably 
organized training courses 

Role of Government Staff 

45 We have referred earlier to the fact diat land development banks 
depend, m varying degrees, on government staff for their normal 
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operations In some states, it is the practice to require all loan applica- 
tions to be routed through, and recommended by, a Co-operame 
Sub-Registrar or a Deputy Registrar or other government functionaries, 
according to the size of the loan It is also found that, m some cases, 
the officers engaged on such work are paid for by the central land 
development bank fully or in part We consider it a salutary principle 
that every officer who is engaged on any work connected with co- 
operative credit should function only as part of, and under the 
administrate e control of, the concerned institution Except for the 
public enquiry procedure which, m any case, has to be conducted b) 
a gov eminent officer, we do not see any special benefit accruing to the 
long-term credit structure by the routing of the loan applications 
through departmental officials Nor can this be justified on the ground 
that the state government guarantees the debentures of the central 
land development bank because this is not done in cases where Reserve 
Bank credit limits are sanctioned on gov ernment guarantee We, there- 
fore, recommend that gradually the banks should reduce their depend- 
ence on gov ernment officers for those stages of the loan procedure which 
can as well be dealt with by institutional staff 

Central Lxnd Development Banks Union 

46 We should like to refer, at this stage, to the role of the All-India 
Central Land Development Banks Co-operative Union as the national 
federation of these institutions The Umon, which was established in 
1960, has been steadily expanding its activities and rendering useful 
service to its member-banks In the earlier ) ears, the Union constituted 
a Studv Team of experts and sent them over to the states where long- 
term credit was relatively less developed so as to help the concerned 
banks to tone up their efficiency and enable them to expand their 
operations It has also arranged seminars to discuss problems rclaung 
to the operational policies and procedures of member-banks, consUtu- 
tion of sinking funds, and the financing of special dev clopment schemes 
Another useful activity of the Umon has been the publication of a 
quarterly journal It is, however, m the support that it has been secur- 
ing for the debentures of member-banks from insUtutional investors 
that the role of the Union has been most significant The Union is now 
rcgularlv consulted in the matter of the allocation of such support and 
has, for this purpose, been endeavouring to collect up-to-date data on 
the working of the member-banks 

Future Role 

47 While v e do not consider it practicable to develop the Umon into 
an organization for receiving and disbursing funds, we envisage an 
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expanding role for it in future years as a promotional agency, which 
should include the Moving activities (i) organizing special seminars 
for exchange of experience between different states m the field of long- 
term credit , (») publication of boohs of instructions for adoption by 
individual states, preceded by field studies in the concerned areas so 
that the instructions given are sufficiently comprehensive to cover 
different sets of circumstances , (»i) bringing out publicity material for 
potential borrowers, (u?) toning up the operational efficiency of 
member-banks by collecting information on their working, studying 
problems of common interest, if necessary, by obtaining services of 
specialists and exploring new hnes of development , (v) taking up 
common problems with die Government of India, die Reserve Bank 
of India, the Agricultural Refinance Corporation and others , (n) build- 
ing up sound hnes of co-ordination widi commercial banks, the 
Agricultural Finance Corporation Ltd , and odicr agencies pro\ iding 
investment credit for agriculture , (rn) collaborating with the Rcscrv c 
Bank of India and die Central Committee for Co-operative Training to 
arrange special training or refresher courses m land development bank- 
mg , and ( mu ) exploring possibilities of obtaining, and channelling to 
member-banks, technical or other assistance which may be available 
from international or other foreign sources. 

48 All diese will require diat the Union should be strengthened in 
terms of organization as well as resources Aldiough the income of the 
Union may go up as die member-banks expand dieir operations, its 
needs may be larger, if it is to undertake increased responsibilities as 
suggested by us We, therefore, recommend diat the Government of 
India provide adequate financial assistance to the Union 
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AGRICULTURAL REFINANCE CORPORATION 1 

We have earlier observed that it was in regard to term finance 1 
investment in agriculture that the inadequacy of institutional crei 
was most pronounced The institutions concerned were land develc 
mcnt banks For various reasons, these had, till a few years ago, re 
tively little impact on agriculture Among the relevant factors wc 
firstly, the meagre volume of resources at the command of these banl 
secondly, the fact that a relatively large part of their loans went 1 
repayment of old debts or purchase of land, neither of which direci 
helped agricultural development , and thirdly, the further considerate 
that even the loans advanced by them for genuinely development 
purposes were, on the whole, diffused and isolated and, for that reasc 
neither adequately supervised nor meaningfully related to speci 
schemes of development There was, for example, no systemai 
endeavour to help develop the area under command of a particul 
irrigation project or otherwise assist in the promotion of producti 
investment in agriculture or horticulture 

Background 

2 It v. as in tins context that the Rural Credit Survey Committee hi 
urged the land mortgage banks not only to accord priority to productn 
but to formulate and try out schemes of productive long-term lendn 
in areas which had been or were shordy to be brought under imgatn 
as well as in some of the Community Project areas The Committee < 
Co-operauve Credit (i960) also stressed the need for arrangements 
a permanent nature and on a sizeable scale for long-term and mediui 
term loans for promoting agricultural development and recommende 
in this connexion, that the Government of India might take up wi 
the authorities in the Umted States the question of allocating a part 
the P L 480 Funds to the co-operative credit structure for the provisu 
of such loans 


Spinal Development Schemes 

3 Though it was against this background that the idea of the Agt 
cultural Refinance Corporation took shape, it was also mtended 

1 T? 15 'vas of the Intmm Report submitted °n 31 December 1968 Where* 

possible, data have been brought up-to-date in the Find Report 
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fulfil certain other requirements For example, in the command area 
of new irrigation projects where land values were usually low, the 
banks could not fully meet the demand for long-term credit for reclama- 
tion of land unless there was relaxation of the usual sUpulaUon restrict- 
ing the loan to 50 per cent of the value of the land mortgaged Further, 
m the case of some plantation crops which were important foreign 
exchange earners, the borrower could not pay the instalment of 
principal or the interest in the first few years of the loan wlulc, at the 
same time, any postponement of these dues would have affected the 
ability of the banks to build up the sinking fund and to pay interest to 
the debenture-holders Following the demand voiced at a conference 
of central land mortgage banks held m September i960 foi medium- 
term and long-term credit m the context of special schemes of agri- 
cultural development, the Reserve Bank agiecd, as an experimental 
measure, to provide a sum of Rs 2 36 croi es from its National Agri- 
cultural Credit (Long-term Operations) Fund for financing three 
special schemes which were concerned, respectively, with the reclama- 
tion. of about 32,000 acres in the Musi Project area in Andhra Pradesh, 
the development of 20,000 acres of rubber plantation in Kerala, and 
the development of 1,000 acres of arecanut area in Mysore It was 
contemplated under these schemes that there would be the fullest co- 
ordination not only between the different development departments of 
the state governments but wherever necessary between the land 
development banks and the short-term credit institutions m the parti- 
cular area so that the emerging credit requirements, whether short or 
long in duration, could be adequately met At the same time, llic 
Reserve Bank invited different state governments to formulate similar 
schemes of agricultural development m their states It may be added 
that, at tins stage, the Standing Advisory Committee of the Reserve 
Bank on Agricultural Credit also urged the Bank to take a lead in 
establishing an institution for financing long-term investment m major 
schemes of agricultural development These were some of the develop- 
ments which preceded the action taken by the Government of India 
and the Reserve Bank of India for the establishment of the Agricultural 
Refinance Corporation by an Act of Parliament m 1963 

Constitution and Objects 

LdTw °?°! a , U ™ Camc int0 bein § on 1 July 1963 with an author- 
ized share capital of Rs 25 crores and a paid-up share capital of Rs a 

sst s wh t v ■ ^ 2 97 crores) “-rby 

hit i * a ? k The 0ther subscn bers were the central land mortgage 
^nks a n d the state co-operative banks which together contributed 
35 crores and the scheduled commercial banks, the Life Insurance 
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Corporation of India, insurance and other in\ estment companies -which 
togctlicr accounted for Rs o 68 crorc The shares of the Corporation 
carr> a guarantee from die central go\ eminent in respect not only of 
repayment of principal but also of payment of a minimum annual 
dividend, which was fixed at 4J per cent for the first issue For the 
purpose of equipping the Corporation with initial working funds, the 
Go\ emment of India placed at its disposal a sum of Rs 5 crores by way 
of an interest-free loan repayable after 15 years in 15 equal annual 
instalments Under its statute, the Corporation is empowered to borrow 
from the Reserve Bank of India (for periods not exceeding 18 mondis) 
and from the central go\ emment and such organizations as are 
approved by that government The Corporation can also accept from 
the central and state governments and others deposits for a period of 
not less dian 12 months In addition, it can issue bonds and debentures 
carrying the guarantee of the Government of India The maximum 
borrowings of the Corporation through all these sources are not to 
exceed twenty times its paid-up share capital and reserve fund The 
Corporation is also permitted to borrow, wath the pnor consent of the 
central government, foreign currency from any bank or financing 
institution in India or elsewhere 

Funds 

5 As mentioned above, the Corporation commenced its working m 
July 1963 with total resources amounting to Rs 10 crores comprising 
the paid-up share capital and the interest-free loan received from the 
central government Except for the addition, as special deposit, of the 
dividend accruing cv ery ) car on the Reserve Bank’s shareholding, there 
was no further addition to the Corporation’s resources until March 
1968 when the Government of India provided to the Corporation a 
loan of Rs 3 crores carrying an interest rate of 5k per cent per annum 
and repayable in a lumpsum after a period of 15 years Further loans 
aggregating Rs 4 crores sanctioned by the Government of India during 
the period August-Dcccmbcr 1968 were also on similar terms How- 
ever, the subsequent loans totalling Rs 13 75 crores sanctioned by the 
Centre during Fcbruary-June 1969 carried a slightly lower rate of 
interest, viz , 5 per cent per annum and were repayable in a lumpsum 
after g > cars Thus the total amount of loans made to the Corporation 
by the Government of India up to the end of June 1969 was Rs 25 75 
crores 

Business 

G As its name indicates, the Agricultural Refinance Corporation is 
pnmanl) a refinancing agency providing medium-term and long-term 
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finance to eligible institutions for promoting the development of 
agriculture. In its actual operations it refinances those agricultural 
development projects which cannot be financed by the existing credit 
agenaes either on account of the large outlay involved or because the 
terms and conditions of repayment are such that they cannot be 
brought within the normal rules of business under which these agencies 
function The ambit of the Corporation’s functions is wide Accord- 
ing to die Preamble of the Agricultural Refinance Corporation Act, 
the Corporation has been established ‘for granting medium and long- 
term credit by way of refinance or otherwise, for the development of 
agriculture and for other matters connected therewith or incidental 
thereto' In keeping with this objective, ‘Agriculture’ has been defined 
in the Act as including animal husbandry, dairy farming, pisciculture 


and poultry farming. 

7. The institutions which are eligible to borrow from the Agri- 
cultural Refinance Corporation are the state co-operative banks, 
central land development banks and scheduled commercial banks 
which are its shareholders While practically all the state co-operative 
banks and the central land development banks arc shareholders of the 
Corporation, only 38 among the 73 scheduled commercial banks have 
so far taken shares and become members. The refinance facilities arc 


provided by the Corporation by way of subscription to government- 
guaranteed debentures m the case of central land development banks 
and by way of loans in the case of state co-operative banks and 
scheduled banks Refinancing apart, the Corporation can also provide 
finance direct, m exceptional circumstances and with the prior approval 
of the Reserve Bank, to a co-operative society (other than a state co- 
operative bank or a central land development bank) even though it is 
not a shareholder of the Corporation No occasion has arisen so far 
for the Corporation to make loans under this special provision which 
was intended to enable the Corporation to finance a desirable and 
worth-while scheme of agricultural development m circumstances m 
which the eligible co-operative financing agency was found to be 
financially weak or otherwise ill-equipped to handle the scheme. 


Review of Performance 

8. Turning to the actual working of the Corporation since its incep- 
tion we find that results have generally fallen short of expectations. 
But this comment has to be qualified by adding that the more recent 

tionetl hv r V pr0KUSin S ^ kr S e number of schemes sanc- 
tioned by the Corporation since 1967-8 and their dispersal over as 

StatCS 3n ,f ° n f 1101011 temtor y lead oue to hope that the 
po of business will pick up considerably m the commgyears The 
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striking improvement which occurred in 1967-8 and 1968-9 is well 
brought out in the following table os Inch shows particulars of the 
working of the Corporation during the first six years of its existence 


Table 1 

Procress of the Corporation During the First Six Years of its Existence 1 

Amounts in crores of rupees 


Year 

Ao of 
Schemes 
SarMiozed 
dunnp the 
Year 

Total 

Financial 

0 allay 

Corporation s 
Commitment 

State 

Government'' sj 
Bank’ll 
Party s 
Commitment 

Loans Drawn 
fromf D den- 
tures Sub- 
scribed to 
by the 
Corporation 

(i) 

(2) 

(3) 

(4) 

(5) 

(6) 

1963-4 

3 

2 23 

2 01 

0 22 



1964-5 

8 

11 02 

9 35 

1 67 

0 45 

1965-6 

14 

13 31 

10 31 

3 00 

4 45 

1966-7 

13 

9 18 

7 36 

1 82 

2 08 

1967-8 

87 

67 08 

58 13 

8 95 

5 67 

1960-9 

108 

79 21 

69 32 

9 89 

17 84 

TOTAL 

233 

182 03 

156 4B 

25 55 

30 49 


1 In this and subsequent tables in this chapter data relating to the schemes sanctioned but 
subsequent!) withdrawn has e been excluded 


Type of Schemes 

9 Of the 233 schemes approved by the Corporation up to 1968-9, 
1 25 are minor irrigation schemes, 62 are for plantation and horticulture 
development and 30 relate to land reclamation The financial outlay 
and other details of the schemes broken up into the majoi categories 
as on 30 June 1969 are given in Table 2 It may be seen from the 
table that as against a sum of Rs 58 59 crores which should hav e 
been drawn from the Corporation by 30 June 1969 on the basis of 
the phasing of the various sanctioned schemes, the actual amount 
availed of b) the banks was Rs 30 49 crores 


Types of Financing Agencies 

10 Among the categories of credit institutions refinanced by the 
Corporation, the central land dev elopment banks stand foremost, 
as maj be seen from Table 3 Out of the 233 schemes sanc- 
tioned, the largest number, viz , 178 arc to be implemented through 
central land development banks, 10 through state co-opcrativc 
banks and 45 through scheduled commercial banks In point 
of total financial outlay as well, it is the schemes which arc initially 
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forming 94 per cent of the total Again, these institutions are responsible 
for 91 per cent of the total drawals from the Corporation up to 1968-9 
The response from the scheduled commercial banks has been slow 
In fact, during the first two >ears of the Corporation’s existence, only 
one commercial bank sought refinance for one scheme and, even so, 
did not draw the amount Since then these banks have been evincing 
greater interest and got as many as 45 schemes sanctioned by the 
Corporation up to the end of June 1969 State co-operatne banks 
entered the picture m 1966-7 with two approved schemes followed by 
seven in 1967-8 and one m 1968-9 Nevertheless, the financial outlay 
of these 10 schemes %\as much higher than that of the 45 schemes for 
scheduled commercial banks 


State-wise Summary 

1 1 The state-wise position of the schemes sanctioned by the Corpora- 
tion up to 30 June 1969 is given in the following table 


Table 4 

State-wise break-up of Schemes Sanctioned by the Corporation up to 30 June 1969 


Amounts in crores of" rupees 


Slate 'Vnon 
TemUny 

-Vo 0 / 
Schemes 
Sanctioned 

Total 

Financial 

Outlay 

Corpora- 
tion s 
Commit- 
ment 

State 
Govern- 
ment's! 
Bank's) 
Party s 
Commit- 
ment 

Expected 
drauals 
from the 
Corpora- 
tion 

up to 30 
June 
1969 

Loans 
drawn 
from! 
Debentures 
subscribed 
to by the 
Corpora- 
tion 

(i) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Andhra Pradesh 

60 

32 76 

28 18 

4 58 

13 27 

8 09 

Assam 

5 

0 86 

0 86 



0 73 

0 69 

Bihar 

4 

13 56 

11 59 

1 97 

5 55 

0 18 

Gujarat 

16 

9 66 

8 50 

1 16 

3 31 

2 07 

Har>ana 

7 

11 S3 

10 53 

1 30 

3 60 

3 03 

Jammu Kashmir 

2 

1 05 

0 79 

0 26 

0 71 

0 32 

Kerala 

14 

5 28 

3 90 

1 38 

I 10 

0 16 

Madhya Fradesh 

11 

12 21 

10 93 

1 28 

2 12 

0 31 

Maharashtra 

10 

9 44 

8 29 

1 15 

4 85 

I 89 

M>sore 

32 

22 67 

18 15 

4 52 

5 30 

2 61 

Onssa 

3 

0 67 

0 55 

0 12 

0 04 

0 04 

Punjab 

2! 

26 53 

23 97 

2 56 

7 80 

6 53 

Rajasthan 

5 

3 86 

3 38 

0 48 

0 96 

0 07 

Tamil Nadu 

21 

13 47 

11 23 

2 24 

4 60 

3 26 

Uttar Pradesh 

IG 

15 88 

13 85 

2 03 

4 45 

1 22 

Wot Cental 

4 

2 13 

1 62 

0 51 

0 13 

0 02 

Delhi 

2 

0 17 

0 16 

0 01 

0 07 


TOTAL 

233 

182 03 

156 48 

25 55 

58 59 

30 49 
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Among ihc Afferent state, Andhra Pradesh has 

mg the largest number of schemes sanctioned, viz , 60 The drawals 1 
respect of sanctioned schemes are also the highest m th ‘S siate be g 
Rs8 09 crores and accounUng for a little over one-fourth of the total 
drawals The other leading states in regard to the number ofsanctione 
schemes are Mysore fest), Punjab and Tsuml Nadu (a. each). In point 
of financial outlay on the approved schemes, Andhra Pradesh again 
leads with Rs 32 76 crores, followed by Punjab (Rs 26 53 crores) and 
Mysore (Rs 22 67 crores) 


Developments in Policies and Procedures 

12 The faster pace of expansion of the Corporation’s activities since 
1967-8 can be attributed in part to various steps taken by the Corpora- 
tion m recent years to stimulate interest m schemes of agricultural 
development and the relaxations which it has been making m its 
policies and procedures and m part to the increased awareness, on the 
part of the state governments and the eligible institutions, of the 
importance of such schemes and of the vast potential which remains to 
be exploited in this sphere The more flexible procedures adopted by 
the Corporation have resulted in the extension of the purposes eligible 
for refinance as also in liberalization of some of the terms of refinance. 


Wider Interpretation of Purposes 

13. As mentioned earlier, the statute of the Corporation permits it to 
grant refinance or loans not only for development of agriculture as 
such but also for certain activities allied to agriculture, viz , animal 
husbandry, dairy farming, pisciculture and poultry farming. Of this 
wide range of purposes, the following were initially indicated by the 
Corporation as those for which assistance could be availed of from it • 
(0 reclamation and preparation of land so that, in particular, facilities 
for irrigation could be fully utilized , («) development of special crops 
such as arccanut, coconut, cashcwnut, cardamom, coffee, tea and 
rubber (m) development of mechanized farming, use of electricity 
through tubewells, pumpsets, etc , and (iv) development of animal 
husbandry, dairy farming, pisciculture and poultry farming. 

14. The scope of some of these permissible purposes came to be 
further spelt out over the last few years in the light of the experience 
gained or as a result of on-the-spot studies undertaken by the officers 
of the Corporation For instance, m the beginning the policy of the 
Corporation was that activities like construction of wells and other 
minor irrigation works by individual cultivators would be ekgible for 
refinance only if S uch scheme, iverc prepared for a compaa ar" 
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through the formation of co-operati\e irrigation societies and not if 
the development was left to take place through individual efforts 
Subsequently, at the instance of the Government of India, the Corpo- 
ration agreed to consider schemes involving the construction of wells, 
installation of tubewells, etc , through individual efforts also, provided 
thc\ were compact area development schemes assured of assistance 
from the state government in the matter of inputs, technical aid and 
administrate e and supervisory facilities Again, m the case of financial 
assistance for development of plantation crops, the Corporation agreed 
m 1964-5 t0 entertain proposals such as those relating to construction 
of houses for labourers, provided the activity formed part of a composite 
scheme for plantation development , and also for the discharge of old 
debts, in appropriate cases and to a reasonable extent, if such debts had 
been incurred for development purposes in the recent past In 1966-7, 
the Corporation offered to consider as individual propositions, any 
proposals for the setting up of processing units, such as tea factories 
and leaf houses, provided that the installation of the unit was in each 
case linked to the development of the particular plantation crop (by 
new planting, replanting or extension of plantation) 'with assured 
finance from the concerned statutory board The scope for this type 
of finance came to be further -widened when the Corporation decided 
in 1967-8 to provide financial assistance for schemes of plantation 
development involving the purchase of a neglected estate or virgin 
land, provided it formed part of an integrated scheme covering both 
acquisition of the estate and its development Again, as it was found 
that difficulties in the matter of energization of wells were proving to 
be a limiting factor affecting the returns on the outlays on the construc- 
tion of wells and installation of pumpsets, the Corporation agreed to 
prmide, through the central land development banks, refinance 
facilities in respect of loans advanced by them not only for the wells 
and pumpsets but also for the charges paid or deposits kept by the 
fanners with the state electricity board for obtaining electnc connexions 
The loan to the farmer was subject to a ceiling of Rs 3,000 per con- 
nexion and the entire loan amount including that for the well and 
pumpset had to be within the repaying capacity of the farmer Further, 
the whole scheme had to be supported by a performance guarantee 
by the state go\ eminent m regard to the expeditious extension of 
electric connexions to the concerned farmers Another line of activity 
which the Corporation has recently agreed to finance is the construc- 
tion of modem storage godowms and silos for the use of farmers or 
organizations of farmers, by co-operative marketing societies or private 
entrepreneurs 

15 Apart from widening the scope of eligible purposes the Corpo- 
r ition has been making modifications in policy and procedure — including 
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m some instances the conditions and criteria previously laid down - 
m response to specific needs or changed circumstances For instance, 
an important criterion of eligibility for schemes to be refinanced is 
that (apart from aiming at increased agricultural production and 
being technically feasible, economically sound and commercially 
remunerative) the schemes should be implemented m a compact area 
in order to facilitate close and intensive supervision Following represen- 
tations from some commercial banks that the condition of ‘ compact- 
ness ’ is difficult to fulfil, since loans to farmers for purchase of agri- 
cultural implements, tractors, etc , would be made through their 
various offices, the Corporation has agreed not to insist on the condi- 
tion, provided the banks take steps for adequate supervision over the 
utilization of the loans and ensure that the equipment purchased by 
the fanner results in increased production Another relaxation made 
by the Corporation is m respect of the procedure for ensunng that the 
title to the property sub-mortgaged or sub-hypothecated to it for 
refinance is free from any defect Instead of insisting on detailed reports 
on each borrower from the financing bank’s legal adviser or sohcitor, 
the Corporation has now agreed to be satisfied with a certificate 
from the latter to the effect that the title in each case is marketable and 


free from any encumbrance or defect whatsoever 

16 So far as the central land development banks are concerned, 
the Corporation no longer insists, as it did earlier, on a detailed geo- 
logical survey being conducted before an area development scheme 
for construction of wells and installation of tubewells is referred to it 
Instead, it has agreed to accept a certificate from the appropriate 
technical department of the state government, on the basis of such study 
of local conditions as may be practicable, that adequate sub-sod water 
resources exist m the area to support the proposed programme Another 
relaxation applicable to minor irrigation schemes refinanced through 
the central land development banks was available in the years 1967-8 
and 1968-9 and has been recently extended to 1969-70 This consists 
in the reduction from the usual 25 per cent to 10 per cent — of 
the matching contribution to be made by state governments to the 
special development debentures floated by the land development 


Promotional Steps 

17 The Corporation has also taken certain steps to enable 
institutions, particularly commercial banks, to have greater reccSme 
0 its refinance facilities For instance, thanks to the efforts of the 
Corporation, the statutory commodity boards have norpprt + j 
•Ke necessary he* t o She financnglTS 
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free of cost for technical evaluation of the de\cIopment schemes 
proposed bv them In addition, some of the boards, viz , the Rubber 
Board and the Coffee Board, ha\ c promised assistance to the financing 
banks for \enfymg the utilization of loans given to planters Again, 
largely at the instance of the Corporation, the Reserve Bank of India 
has made a senes of relaxations, in so far as its directives or instructions 
to the scheduled commercial banks have stood in the way of 
their obtaining refinance facilities from the Corporation Firstly, it has 
been agreed that the loans taken by way of refinance from the Corpo- 
ration (i) need not be taken into account while computing the net 
liquidity position of the banks for the purpose of borrowings from the 
Rescn c Bank and (u) can be excluded from the liabilities of the banks 
for the purpose of maintenance of statutory minimum balance with 
the Reserve Bank Secondly, the Bank has also removed the restriction 
in regard to the ratio of term loans to total deposits in respect of 
medium-term loans for specified agricultural purposes and in respect 
of those long-term loans which ha\e been refinanced by the Corpora- 
tion We welcome these and similar steps which, from time to time, 
ha\e resulted in the removal of avoidable handicaps and to that extent 
enhanced the utility of the Corporation 


Directions of Future Development 

i 8 Although the working of the Agricultural Refinance Corporation 
during its first slx years has shown only a somewhat modest achieve- 
ment particularly in the matter of disbursement made by it on account 
of sanctioned schemes, we ha\c no doubt that it has an increasingly 
significant, and indeed crucial role, to play in the coming years The 
massive investment which is being made by the Centre and the states 
m schemes of major and minor irrigation, rural electrification, rural 
communications and so on, will have to be accompanied by comple- 
mentary investment by individual cultivators if the full potential for 
increased production is to be realized Again, the growing acceptance 
of the technological improvements in the agricultural sector, including 
the use of high-yielding seeds, chemical fertilizers and pesticides, is 
bound to generate an increasing demand for ,long-tcrm investment in 
levelling, terracing, soil conservation and similar items of development 
which arc pre-conditions for obtaining the full benefits of the new 
techniques Since capital investment in agriculture is spread over a 
few years, is open to the risk of proving mfructuous and calls for large 
financial outlay s, it is important that such inv estment should be planned 
on a systematic and co-ordinated basis with reference to the charac- 
teristics of the individual unit proposed to be developed, c g , soil 
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conditions and crop pattern, as also the technical feasibility and eco- 
nomic worthwhileness of the proposed investment. It is as an accom- 
paniment to, and part of, such a plan that credit has to be dispensed, 
supervised, and recovered. All this can be taken care of by an insti- 
tutional agency like the Agricultural Refinance Corporation which is 
specially designed to extend support to planned programmes of invest- 
ment in agriculture * 

19 Wc also envisage that, m the long run, more and more ot the 
operations represenung the provision of investment credit for agricul- 
ture, whether actually refinanced by the Corporation or not, will take on 
the mam characteristics of development lending, viz , sanction of credit 
on the basis of an assessment of technical feasibility, economics of the 
proposed investment and other relevant factors, phased and supervised 
disbursement, appropriate follow-up and close co-ordination with the 
government departments concerned In the absence of qualitative 
regulation and disciplined lending, expansion of operations of the 
order envisaged, for example, by the land development banks in the 
Fourth Plan can only result in facile credit and misuse of scarce 
resources We consider that the Agricultural Refinance Corporation 
should play a major role vis-a-vis the co-operative and commercial 
banks engaged in term lending for agriculture, not only by providing 
refinance facilities but also by giving appropriate advice in regard to 
the various features of a sound system of investment credit for agricul- 
ture Its responsibilities in this context will, therefore, be much larger 
than they are at present and will have to be closely co-ordinated with 
those of the Agricultural Credit Department of the Reserve Bank of 
India so that die Corporation may, m the sphere of long-term agri- 
cultural credit, play a role broadly comparable to the promotional, 
advisory and financing role which the Agricultural Credit Department 
has been playing m the field of short-term institutional credit for agri- 
culture The Corporation will also have to work in close co-ordination 
with the Union Ministry of Food and Agriculture (Department of 
Agriculture) so as to ensure that development schemes are compe- 
tently drawn up in different states, are scrutinized with reference to 
economic viability and technical feasibility, financed adequately and 
implemented according to the time schedule laid down If the Corpora- 
tion is to play an increasingly significant role in helping credit insti- 
tutions to formulate appropnate policies and procedures for develop- 
mental lending, it should not only provide itself with adequate resources 
ut also strengthen and expand its organizational machinery and 
suitably reorient its operational policies The recommendations which 
proceed to make in this chapter are designed to equip the Corpora- 

"! naU * 1CSC for the b) S responsibilities which, m our view 
await it m the years to come cw> 
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Resources 

20 That the Corporation will need much larger resources than those 
actually used m the first five years of its working is evident from the 
tentam e indications now available in regard to the lending programme 
of the Corporation for the period of the re-phased Fourth Plan On the 
basis of the schemes under consideration of the Corporation at present 
and those likely to come up to it m the coming years, it has been esti- 
mated that the Corporation will need resources of the order of Rs 225 
crores during the Fourth Plan period Although this expectation may 
seem ambitious in comparison with its actual achievements during the 
past five years, it has to be borne in mind that the years 1967-8 and 
1968-9 have witnessed an impressive spurt not only in the receipt and 
sanction of schemes but also in the disbursements under the schemes 
sanctioned Further, the undrawn portion of the Corporation’s com- 
mitment in respect of schemes sanctioned up to the end of June 1969 
was of the order of Rs 126 crores and a substantial part of this amount 
can be expected to be drawn fully before the end of the Fourth Plan 
period In addition, as at the end of June 1969, the Corporation had 
under its consideration 251 schemes involving a total financial outlay 
of Rs 270 crores of which the Corporation’s share was Rs 228 crores 
Even assuming that all the schemes will not be sanctioned for the full 
amount, the Corporation’s commitments m respect of these schemes are 
not hkely to be less than Rs 100 crores during the Fourth Plan period 
Besides, many more schemes wall come up to the Corporation before 
the end of the Fourth Plan On this reckomng, it is not improbable 
that the Agricultural Refinance Corporation will need resources of the 
order of Rs 225 crores, particularly if it is to expand its activities in 
the manner envisaged by us It is not only possible but desirable that 
the disbursement of the Agricultural Refinance Corporation should 
be of the order of Rs 40 to 50 crores a year, on the average, during the 
Fourth Plan period As the Corporation has almost fully utilized its 
available resources which are of the order of Rs 31 crores, funds will 
have to be found for whatever programme the Corporation mil be m a 
position to carry out during the Fourth Plan 

21 The only source from which the Corporation has been drawing 
its working funds so far is the Government of India which has agreed 
to provide finance as and when need arises Though this arrangement 
was perhaps adequate when the Corporation’s operations were 
still to gather momentum, we are convinced that the increasing 
dimensions of its estimated lendings and the difficulties which may 
ansc at a later stage in finding these funds from the Plan outlays 
make it imperative that other sources of funds are now actively 
explored 
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00, One of the sources of funds for the Corporation is the Reserve 
Bank of India from which, however, as the law stands at present, Uc 
Corporation can borrow only for periods not exceeding 18 months 
and that too, against government and other trustee securities It is 
obvious that under tins provision the Corporation cannot raise any 
medium-term or long-term resources Another possibility is that the 
Corporation be enabled to have recourse to the National Agricultural 
Credit (Long-term Operations) Fund of the Reserve Bank. W c may 
recall here that one of the purposes of the Fund, as conccncd by the 
Rural Credit Survey Committee, was to contribute to the special 
development debentures floated by the central land mortgage banks. 
The Resen c Bank did, in fact, contribute from this Fund to a limited 
senes of such debentures issued for the schemes financed by it prior 
to the establishment of the Agricultural Refinance Corporation The 
utilization of the Fund for augmenting the resources of the Agricultural 
Refinance Corporation will, therefore, be in consonance with the spirit 
of the particular recommendation of the Rural Credit Sun cv Com- 
mittee Another relevant consideration is that resources for the purpose 
are likely to be available in the Long-term Operations Fund As nc 
have indicated m an earlier chapter, even after provision is made for a 
larger offtake of resources from the Fund for share capital loans to 
state governments, medium-term loam to state co-operative banks and 
contribution to the rural debentures floated by central land dctclop- 
ment banks, it is likely that a sum of about Rs 50 crorcs can be found 
for being advanced to the Agricultural Refinance Corporation if, 
as recommended by us earlier, the annual contributions arc stepped 
up each year by Rs 1 crore, commencing with Rs 17 crorcs in 1965-70 
and rising to Rs 20 crorcs in 1972-3 and subsequent years. These 
resources may be provided to the Corporation either by way of 
contribution to debentures which may be floated by the Corporation 
on the guarantee of the Government of India as provided for in' its 
statute or by way of long-term loans We, therefore, recommend that 
steps be taken for amending the Agricultural Refinance Corporation 
Act and the Reserve Bank of India Act so as to enable the Reserve 
Bank to purchase the debentures floated by the Agricultural Refinance 
Corporation and to make long-term loans to it from out of the National 
Agricultural Credit (Long-term Operations) Fund and that a sum of 
not less than Rs 50 crores be allotted out of the Fund for this purpose 
during the Fourth Plan penod As it may take some time for the relevant 

fT % bC Cna ? ed , W ° rccommcnd that, pending these amend- 
ments, the Reserve Bank may purchase, under Section 17(8) of the 

Reserve Bank of India Act, as part of its general investments the 
debentures floated by the Agricultural Refinance Corporation subject 
R necessary, to the condition that after the proposed amendment ^ 
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earned out the debentures so purchased will be debited to the National 
Agncultural Credit (Long-term Operations) Fund and the general 
funds of the Bank replenished 

23 Another item to be considered is that of additional share capital. 
The Corporation will need to strengthen its existing capital base, if 
only from the point of view of its maximum borrowing power Today, 
it cannot borrow beyond Rs 100 crores, in view of the statutory provi- 
sion which limits it to 20 times the paid-up share capital and reserve fund 
On the basis of the expected expansion in the Corporation’s activiUes, 
this level of operations will probably be reached by 1970-71, if not 
earlier We, therefore, suggest that the Corporation may, at an appro- 
priately early stage, raise its existing paid-up share capital of Rs 5 
crores to Rs 15 crores by issuing 10,000 more shares on suitable terms. 

24 The recommendations made by us m the earlier paragraphs, 
if implemented, will help the Agncultural Refinance Corporation to 
raise resources of the order of only Rs 60 crores dunng the Fourth Plan 
penod There will thus be a gap of as much as Rs 165 crores in relation 
to the total programme of Rs 225 crores We hope that a substantial 
part of this gap will be filled by a suitable provision in this behalf m 
the Fourth Plan It will also be necessary to explore the possibility of 
secunng from external sources such funds as can be appropnately 
channelled through the Agncultural Refinance Corporation 

25 In the context of the increasing demand for resources, we 
would draw attenUon to a provision m the Agncultural Refinance 
Corporation Act enabling it to raise loans in foreign currency, which 
has so far remained inoperative. We suggest that the Corporation 
explore the possibilities of borrowing from the World Bank and other 
international agencies for such purposes as the financing of the purchase 
of tractors and equipment for rigging, fishing, dairying, etc 


Organizational Machinery 

26 Wc need hardly emphasize that alongside the rapid expansion 
which is expected to take place m the activities of the Corporation 
there lias also to be a strengthening of its organizational machinery 
both at the head office and in the states This is all the more necessary 
because, as sve hase menUoned earlier, the Corporation has to play 
an actnc role in the formulation and integrated implementation of 
long-term agncultural development schemes in different states While 
the Corporation wall be concerned mainly with the credit aspects of 
these programmes, wc recommend that the Union Ministry of Food 
and Agnculturc (Department of Agnculture) take the initiative to get 
the concerned departments at both the Centre and the states to map 
out, with the help of the expertise of technical organizations like the 
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Exploratory Tubcwclls Organisation and the Geological Survey of 
SCTL- .h* capnal investment on land tv, 11 be worth w n 
from the point of new 0 r the benefit to the cultivator as veil as that 

of increasing overall agricultural production , , 

27 Simultaneously, in conjunction with the Agricultural Credit 
Department of the Resen c Bank, the Corporation has also to formu- 
late generally or with particular reference to individual schemes or 
specific areas or both, detailed mechanics of development lending for 
the guidance of the financing institutions The guidelines should cover 
the manner in which the repaying capacity should be worked out and 
the repayment schedule for individual cultivators determined There 
should be norms of staff for supen ismg the phased disbursement of 
loans, their proper utilization and the actual adoption of the intended 
crop pattern and improved cultural practices There should also be 
co-ordination between the departments concerned and the relevant 
credit institutions, both long-term and short-term, so as to ensure 
that all necessary' inputs arc made available to the cultivators covered 
by the schemes refinanced by the Corporation Although some of these 
are essentially the tasks of the particular state government and the 
vanous financing institutions, we consider that they will need active 
guidance both from the Union Agriculture Ministry and the Corpora- 
tion at the present stage We recommend that a special cell be organized 
(as far as possible from the existing staff) in the Union Ministry of 
Agriculture to fulfil the responsibilities we have indicated here in 
relation to programmes of agricultural investment As the state govern- 
ments and the credit institutions arc yet to become familiar with the 
relatively new techniques of lending, supervision and recovery under 
special development schemes, the Corporation will, for its part, have 
to take up far greater responsibilities and reach a far higher level of 
operauons than at present 

28 It is in this perspective that the Corporation has to plan its 
efforts to expand and strengthen its organization The expansion should, 
at each stage, be based on established needs after taking into account 
exisUng personnel and facilities in the Reserve Bank (c g , Agricultural 
Credit Department) and elsewhere We arc aware that the Corpora- 
tor 1 itself is moving in this direction as it has already opened regional 
offices in seven centres (viz , N.w Delhi, Calcutta, Bangalore, Hydera- 
bad, Chandigarh, Kanpur and Coimbatore) We recommend that 
as the business of the Corporation develops and more schemes arc 
referred to it, further expansion should take place from time to time 
hi acco ^ ancc Wlth actual requirements, so that eventually there will 

tn a§LnCy ° f J lhC Cor P° ratlon ln each state, suitably staffed 

help in drawing up development schemes and following them up’ 
The Corporation may also consider whether it should employ some 
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technical officers on a full-time basis, apart from continuing its present 
arrangements for expert advice on a consultancy basis and without 
duplicating such staff as are already available in the states and at the 
Centre or with agencies like the Exploratory Tubewells Organisation 


Adequacy of Margin 

29 The suggested expansion of the organization, including entertain- 
ment of technical staff and establishment of regional offices, will involve 
additional cost which the Corporation may not be able to meet 
immediately We consider that this is essentially a transitional problem 
as the Corporation may be expected to break even at the level of 
business which is hkely to be reached in the next few years At the 
same time we are convinced that the Corporation has to strengthen 
its organization appreciably m the near future if it is to fulfil its role in 
the promotional stage of its development and show the degree of 
initiative and drive necessary for its business to gather the initial 
momentum and grow to the levels expected of it One of the ways in 
which its financial position can be strengthened is to obtain for it 
funds at relatively low rates of interest As a refinancing agency, the 
Corporation cannot put up its lending rate much higher than the 
present level of 6 per cent and the fact that it has to pay 5 to 5I per 
cent on its recent borrowings from the Government of India leaves 
it with a meagre margin of to 1 per cent which may not suffice to 
meet its overheads in the coming few years when the Corporation will 
still be at a stage when business has to be built up through special 
efforts It is hardly realistic, in our view, to expect the Corporation to 
undertake functions which are largely promotional in their nature at 
the present phase of its growth and at die same time fail to provide it 
with an adequate clement of financial support to compensate for the 
fact that it cannot increase its income by charging rates based on 
stnedy commercial principles Whatever resources the Government of 
India is able to provide from external assistance, as suggested by us 
earlier, mai, be made available to the Corporation at as low a rate of 
interest as may be practicable We recommend that, similarly, taking 
into account the fact that the Agricultural Refinance Corporation is a 
refinancing agency, the Reserve Bank might charge a concessional 
rate of interest (comparable to the rate charged on medium-term or 
share capital loans) on the funds to be provided to the Corporation 
from the National Agricultural Credit (Long-term Operations) Fund 
30 It ma) also be considered whether the Reserve Bank of India 
can help the Agricultural Refinance Corporation m regard to its over- 
heads by meeting the entire expenditure on a ‘ Development Section ’ 
organized as an operatne part of the Corporation Alternatively, it 
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to smaller estates would have to be different from that to bigger estates. 
All these problems will ha\e to be identified and appropriate solutions 
found W e, therefore, recommend that the Corporation should continue 
to adopt a flexible approach to meet the needs of different categories 
of areas and problems and hold periodical consultations with different 
categories of eligible financing agencies and representatives of state 
governments in order to ensure that its pohcies and procedures are 
determined with due regard to the diverse factors and circumstances 
involv cd 

32 Under the statute, the Corporation cannot provide refinance 
facilities to any institution other than the central land development 
banks, the state co-operative banks and the scheduled commercial 
banks v\ luch are its shareholders As stated earlier, die only institution 
which the Corporation can finance direedy under its statute, is a co- 
operative society (odicr than a state co-operative bank or a central 
land development bank) approved by the Reserve Bank in tins behalf. 
It cannot finance or refinance, for instance, the agro-industnes corpo- 
rations which have been recently set up m different states or any other 
corporation which may be specially established, say, for the purpose of 
developing a particular area The Agricultural Finance Corporation 
Ltd , which has been recently established has also been seeking refinance 
from the Agricultural Refinance Corporation The agricultural credit 
corporations proposed to be established in some states may also need 
refinance in respect of such schemes of medium-term credit as would 
normally have been financed by the concerned state co-operative bank 
and its affiliates We recommend diat the relevant statute should be 
amended so as to enable the extension or the list of eligible institutions 
Any addition to the list, however, should be subject to the approval of 
the Government of India and the Reserve Bank. 
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at the end of the Third Plan and is expected to have risen to 69,000 or a 
little over 12 per cent of all the villages as at the end of March 1969 
As at the end of March 1968, the states of Tamil Nadu, Kerala and 
Punjab held a leading position in this regard with 57 per cent, 41 per 
cent and 32 per cent respectively of their villages electrified, whereas 
at the other extreme stand Assam, Orissa and Madhya Pradesh, in 
none of which does the proportion of such villages exceed 2 5 per cent 
Emphasis in the rural electrification programmes has shifted m recent 
years from the general objective of extending electricity to a number of 
\nllages to the specific aim of energization of irrigation pumpsets, 
m wew of the importance of the latter from the point of Mew of increased 
agricultural production Trends m regard to the use of pumpsets driven 
by electric motors also indicate appreciable progress The number of 
energized pumpsets increased from 18,698 m 1950-51 to 50,097 at the 
end of the First Plan, 1,91,762 at the end of the Second Plan, 5,13,449 
at the end of the Third Plan and 8,49,787 by the end of March 1968 
It is estimated that, by the end of 1968-9, there were 10 69 lakh 
energized pumpsets, of which Tamil Nadu accounted for 3 94 lakhs, 
Maharashtra for 1 24 lakhs and Andhra Pradesh for 1 20 lakhs 

Future Development 

3 One of the high priority items m the Fourth Plan, not only for the 
country as a whole but for each mdiMdual state, is a greatly accelerated 
and more extensive use of electric pumpsets for crop irrigation The 
target in mcw is the energization of 12 5 lakh additional pumpsets 
during the five years from 1969-70 to 1973-4 This is estimated to 
extend irrigation facilities to an area of about 7 million acres and add 
not less than 3 5 million tonnes to foodgrain production Various 
measures are under consideration for economizing in costs, mobilizing 
additional resources and making projects of rural electrification more 
remunerative For example, the ‘ cluster approach ’, which is now 
fa\oured in preference to regional distribution on a umform basis, 
will be a governing factor in planning the extension of power fines 
Whether the proposed targets can be achieved would very largely 
depend upon how the electricity boards are enabled to find the neces- 
sary resources to carry out the extension of power lines required for the 
purpose 

4 Electricity is cheaper than diesel for lifting water Also, the 
elcctnc motor costs less to repair than the diesel engine Hence the 
increasing demand for electricity from farming communities all over 
the country' It has been worked out that, while the cost of an electric 
pumpset is slightly higher than that of a diesel engine of corresponding 
capacity, the cost of installation per acre of additional irrigated area 
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reviewed the financial working of the state electricity boards and made 
various suggestions and stipulations vu-a-vis the revised undertakings 
required to be given by the boards in connexion with the Power 
Transmission Loan of the World Bank In general terms we would 
suggest a programme of action including inter aha the following 

(t) Legislate, e measures concerning state electricity boards 
These should deal with such matters as the relative priorities m 
respect of the claims of different creditors and the liability of state 
governments m regard to the debts of the boards 

(if) Financial and other measures to rectify such aspects of the 
working of the boards as are inherently uneconomic or involve 
avoidable loss, in particular, these should include follow-up action 
m regard to tariffs, etc , on the basis of principles and recommenda- 
tions already accepted 

(m) Steps whereby each of the boards builds up an adequate 
organization and suitable personnel for efficient execution of its 
expanded operations 

7 A second general consideration winch we would emphasize is 
that, since the effort to expand the network of rural electrification 
cannot await the completion of all steps on these lines, care has mean- 
while to be taken to see that progress in this particular aspect is not 
handicapped by the burden of the old accumulated losses of the boards 
We, therefore, suggest the immediate examination of specific measures 
— legislativ e, financial or other — ■ which may help to ensure that the 
repayment of borrowings undertaken specifically on account of rural 
electrification is not affected by the overall deficits or losses in the 
working of the boards 

8 Thirdly, we are equally anxious that rural electrification pro- 
grammes should not involve the boards in further losses which would 
add to those with which they are already saddled From this point 
of view, it would be necessary' to ensure, to the extent possible, that the 
security already available to the boards’ creditors in respect of their 
loans is not jeopardized bv the new borrowings for rural electrification 
As the assets built up under the new programmes may not, in most 
cases, be such as to constitute adequate security' for these borrowings, 
it is on the guarantee of the state gov eminent that, m many instances, 
thev may have to be based Further, if these programmes are not to 
result m losses, it is important that the relevant schemes should be 
most carefully scrutinized with a view to ensuring that they are 
economicillv viable, the rates of electricity tariff are so fixed as to 
enable the schemes to pay their way’ and an ‘ area ’ or ‘ project ’ 
approach, such as we set out later, is adopted with a view to ensuring 
the economic functioning of these schemes To sum up, it is necessary 
to ensure (f) that the finances of electricity boards are sounder and 
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their working operations more economic , («) that, as far as possible, 
rural electrification is not handicapped by present inadequacies, 
financial or operational, of the boards and, finally, (m) that the rural 
electrification programmes do not further weaken the financial position 
of the boards 

New Sources of Funds 

g It is in the context of the increasing strain on the resources avail- 
able for outlays on rural electrification that the electricity boards have 
sought to raise funds by requiring the beneficiary cultivators to deposit 
the whole or a substantial part of the estimated cost of the connexion. 
This deposit is either returned with interest or adjusted against the 
monthly supply bills of consumers In this connexion, recognizing that 
conversion tP electric pumpsets under its special development schemes 
might be held up because the electricity boards were finding their 
normal resources inadequate for financing the widened network of 
rural lines, the Agricultural Refinance Corporation has agreed to 
provide refinance in respect of the loans of land development banks to 
individual farmers including a portion of the cost of the electric line, 
subject to a ceiling of Rs 3,000 per well, provided this is within the 
cultivator’s repaying capacity It has been agreed that this deposit 
need not be restricted to the cost of the low tension transmission line 
but may include even part of the cost of the high tension line. The 
farmer is allowed to pass this portion to the electricity board as a 
deposit wluch the board is committed to repay within a period of time 
to the primary lending institution The commitment of the board to 
electrify any particular borrower’s pumpset within a given time is 
backed by a state government guarantee in regard to performance. 
We understand that some commercial banks have also agreed to 
advance loans to farmers on government guarantee, for enabling them 
to pay the cost of the power hncs 

10 The current indications are that, in terms of requirement and 
feasibility, the average annual investment on rural electrification during 
the Fourth Plan will work out to Rs 128 crores, 1 e , one-fifth of Rs 640 
crores estimated to be needed for energizing 1 2 5 lakhs of pumpsets, 
as compared with an annual outlay of Rs 26 crores during the Third 
Plan and Rs 73 crores in 1966-7 The amount for 1966-7 included 
Rs 62 crores of Central assistance which was, however, reduced to 
about Rs 48 crores in each of the years 1967-8 and 1968-9 We under- 
stand that it is at about this level, viz , Rs 48 crores per annum on an 
average, that Central assistance is likely to be available over the next 
five years In addition, it is estimated that a sum of Rs 5 crores will be 
available from each of the following institutional sources, viz , (t) land 
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development banks, (if) Agncultural Refinance Corporation, and 
(tn) subscription from cultivators and beneficiaries towards rural 
electrification debentures to be floated by the boards, under a scheme 
which we suggest later All these w'ould add up to Rs 63 crores, leaving 
a gap of Rs 65 crores per year It is to bridge tins gap that we propose 
the creation of a special fund Further, as the demand is likely to be 
substantially in excess of the supply of funds, it is appropriate that the 
choice of sclicmes for the deployment of the available resources should 
be informed by a sense of priorities and considerations of economic 
viability We feel that the agency which helps to find resources in 
addmon to those currently in sight and takes a view of the schemes to 
be supported m this light should also be closely associated with the 
authorities responsible for dispensing Central assistance for this purpose 
under the costing arrangements It is on these considerations that we 
propose a scheme for the constitution of a special fund at the national 
lev cl for financing the outlay s on rural electrification 

Rural Electrification Fund 

1 1 Wc suggest that it might be possible to constitute this special fund, 
which may be known as the Rural Electrification Fund, with the help 
of grants from U S -Use funds together with corresponding contri- 
butions from the central government Wc hope that it will be possible 
for a total amount of Rs 50 crores to be contributed to this Fund each 
}car, made up of Rs 15 crores from the Government of India and 
Rs 35 crores from U S -Use funds We also propose that the sum 
of Rs 15 crores per annum wluch is estimated to be available from the 
commercial banks should be raised m the form of subscription to 
debentures or bonds which, wc recommend, may be floated by the 
Rural Electrification Corporation, the establishment of which we 
suggest in a later paragraph We consider that the commercial banks 
maj find it more convenient to provide their support in tins form 
rather than 111 the form ofloans to cultivators to enable them to make 
deposits with the electricity boards Together, the contributions wall 
help to ensure that the entire gap of Rs 65 crores is met from tins Fund 
Wc recommend that these contributions, totalling Rs 325 crores for the 
five jears of the Plan, be secured from the different sources mentioned 
above 

12 Wc hope that it wall be possible to obtain the contributions 
(Rs 35 crores per annum) from the U S -Use funds m the form of 
grants to the central gov ernment It will be for that government to 
decide the terms on which these particular funds should be passed on 
to the Rural Electrification Corporation We trust that these terms 
wall be adcquatelv liberal, if indeed the loan is not interest-free We 
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also trust that the contribution of Rs 15 crores from the Government 
of India will be made on terms not less liberal than those winch govern 
loans now made to die states undei the earmarked Central assistance 
for rural electrification programmes But, whatever the cost of die 
pooled funds (U.S -Use, central government and commercial banks) 
to die Rural Electrification Corporation, we are of the view that the 
loans from the Corporation to the state electricity boards should 
not, as a rule, include an clement of subsidy, concealed or otherwise 
The difference between the effective borrowing rate and the actual 
lending rate will, wc hope, be such as 111 due course enables die Cor- 
poration to build up substantial resources and expand its operations 
on a scale commensurate widi the growing needs of the country 


Agencj to Manage the Fund 

13 Wc recommend that the Rural Electrification Corporation, 
which manages the Fund should be created as an autonomous body 
under die Ministry of Irrigation and Power and registered under the 
Indian Companies Act The Secretary, Ministry of Irrigation and 
Power and representam cs of die Planning Commission, Ministry of 
Finance, Ministrv of Agriculture and the Agricultural Refinance 
Corporation raa) be the members of the board of this Corporation 
Wc consider that the institutionalization of the responsibility for the 
administration of this Fund through the proposed Corporation will 
ensure die required degree of flexibility in operation and help to 
avoid die administrative dcla)s associated with the usual departmental 
procedures At the same time, a board composed as wc have recom- 
mended w’ould be well fitted to apply, from an all-India perspective, 
die appropriate technical, financial and economic criteria to the rural 
electrification schemes -which come up for assistance from the Fund 


Eligible Purposes 

14 Wc envisage that the Fund will be used for the following purposes 
(i) financing of rural electrification schemes m priority areas in die 
states , 

(u) subscription to special rural electrification bonds to be issued 
by the electricity boards on certain stipulated conditions , and 
(in) provision of loans to the rural electric co-opera ti\ es proposed 
to be set up 

15 The programmes to be financed wall include not only die ex- 
tension of clcctnc lines for pumpsets for intensive agriculture on a 
compact area basis but also power for small-scale rural industries, 
lift irrigation from rivers, domestic lighting, irrigation for development 
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of sugarcane, tobacco, tea gardens, etc It is important that in choosing 
die schemes care should be taken to ensure that thev are economically 
viable and can be expected to pa\ their is ay m the long run We 
would recommend the adoption of a project approach in this respect 
so that the extension of electricity to certain villages is undertaken 
as part of a wader programme of agricultural development vshich can 
help ensure diat this investment results m increased agricultural 
production If a project approach is adopted, it can be assumed diat 
the culuvators who benefit from the scheme are libel) to have die 
necessary supplies of seed and fertilizer as also appropriate assistance 
from the extension agency’ and will be m a position to pay for the 
extension of power fines as also reasonable and economic rates of 
electricity tariff It would, therefore, be a good principle to locate the 
schemes for rural electrification in areas where efforts are in progress 
for stepping up both the technology and inputs of agricultural 
production 

1 6 We suggest specifically that, in choosing the projects for which 
loans may be provided from the Fund to the electricity boards, certain 
financial )ardsucks mav be kept in view Preference may be given, 
in die following order of priority, to (i) schemes which yield a return 
of 6 per cent or more at the end of die fifth year of operation after 
all working cx-penscs (including depreciation and the cost of grid 
power) are met and (it) schemes which yield a return up to 6 per cent 
at the end of the fifth year on the same basis 

1 7 We hav c already referred to the need for reviewing the general 
fines on which electricity boards operate and, particularly, the tariffs 
of electricity rates which are now being charged We are clear in our 
minds that it will not be difficult for the culuvators to pay economically 
viable rates (which may in various instances be somewhat higher dian 
diosc which thev are bang charged in different areas at present), 
since the use of electric power, instead of diesel, for imgauon will be 
so worth while for them in terms of reduced cost and increased produc- 
Uvity that they are not likelv to mind a reasonable increase in die rates 
of electricity tariff" The culuv ators w ho are, for this reason, in a posiUon 
to pav should be charged economic rates which would help to make 
the schemes of rural electrification viable IVhile this approach should 
generally govern the pohaes of the electricity boards, it is cspcaally 
important that it should applv, speafically, to the rates charged under 
the schemes to be approved by the Rural Electrification CorporaUon 
for its assistance. We further suggest that die Corporauon should lay 
down appropriate stipulauons in regard to die rates to be charged 
and the other aspects of the working of each scheme as a condiuon of 
its financial assistance for mccung the outlays on iL The Corporauon 
should thus ensure that, at least m regard to the rural electnficauon 
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X 

schemes financed by it, the electricity boards keep in view commercial 
norms of profitability and charge rates winch would make the schemes 
viable, proceeding on the basis that no government subsidy is likely 
or necessary in connexion with the users of power for irrigation If 
special consideration has to be shown to areas where agricultural 
conditions are relatively less favourable, tins should be done by provid- 
ing for a longer period of repayment rather than by lowering electricity 
charges It is important that the Corporation should be m a position 
to scrutinize from this point of view all the schemes which come up 
to it and stipulate appropriate conditions for loans We, therefore, 
recommend that the Corporation should employ adequate staff for 
scrutiny of the project proposals received from the electricity boards 
with regard to factors such as the availability of, and demand for, 
water, technical feasibility and economic soundness, as in the case 
of the Agricultural Refinance Corporation. 


Terms and Conditions 

18 Subject to the above considerations, the Rural Electrification 
Corporation might sanction loans to electricity boards from the Fund 
on the basis of a careful scrutiny of the schemes which come to it. 
In determining the security against which these loans may be made, 
care should be taken to ensure that the ability of the boards to raise 
loans, as at present, from the state governments, the Life Insurance 
Corporation and others is not jeopardized We, therefore, suggest 
that the loans to the boards from the Fund might — as a general rule, 
though not invariably — be provided against the guarantee of state 
governments, supported, where feasible, by such other security as 
may be available. It should be stipulated, as indicated earlier, that 
the boards keep m view principles of sound business in determining the 
areas to be chosen for the programmes, the tariff to be charged and 
so on. Further, we suggest that care should be taken to sec that, subject 
to the general principles emphasized by us, there is no avoidable 
concentration of the use of the resources of the Fund in a few states 
It may, therefore, be laid down that no single state should receive in 
any year more than 20 per cent of the amount available in that year, 
though it should be permissible for this ceiling to be exceeded if no 
worth-while schemes are forthcoming from other states W c would also 
suggest that, in the choice of projects to be financed from this National 
Fund, account should be taken of the areas for winch special develop- 
ment schemes have been sanctioned by the Agricultural Refinance 
Corporation of which an important part is related to the develop- 
ment of irrigation through the sinking of wells and energization of 
pumpsets 
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Rural Electrification Bonds and Debentures 

ig It is now common knowledge that a number of cultivators who 
desire to have electric connexions for their pumpsets m rural areas 
arc not only in a position to pav for them but are often prepared to 
pay m ad\ ance for the consumption of electricity A recognition of this 
fact is reflected m the consumer deposit scheme to which we have 
referred earlier In these circumstances, our suggestion is that a scheme 
broadly on the lines of the rural debentures floated by the land de- 
velopment banks (but not necessarily ■with government guarantee) 
should be considered for adoption by the electricity boards We 
recommend that each state electricity board issue a senes of rural 
electrification bonds or debentures for financing specific rural electn- 
fication schemes The identification of the areas likely to benefit from 
each senes may also help to bnng enthusiastic support to it from the 
cultivators in the particular areas Each issue of such bonds or deben- 
tures may consist of two parts The first would be intended for sub- 
scnption by those residing in the areas concerned (whether or not 
direct bcncficianes of the particular scheme of electnfication) It would 
carr^ an appropnatc rate of interest (which would be lower if guaran- 
teed by government than if not) as also a shorter penod of matunty 
(say 8 years) The other part would be taken up entirely by the Rural 
Electnfication Fund It would carry a lower rate of interest (say 4\ 
per cent) and ha\ c a longer penod of matunty (say 20 years) The 
contnbution by the rural subscribers and the Corporation may be 
roughly in the ratio of 2 3 Through a scheme of this kind, the clcctn- 
city boards may be able to enlarge their programmes for rural electn- 
fication in areas where there is, on the one hand, a pressing demand 
for this facility and, on the other, an assurance of response from local 
cultn ators in terms of subscnption to such bonds or debentures We 
expect that it will be possible to raise a sum of Rs 60 crores m this 
manner at the rate of Rs 12 crores per annum This would be made 
up of Rs 35 crores contnbutcd by the Corporation (Rs 7 crores per 
)car) and Rs 25 crores (Rs 5 crores per year) from the cultivators 

Rural Electric Co-operatives 

20 The third purpose for -which the proposed Rural Electrification 
Fund might be used is that of meeting the credit requirements of the 
rural electric co-opcrati\ cs which are expected to be set up in the 
districts of Ahmcdnagar in Maharashtra, Belgaum m Mysore, Amrcli 
in Gujarat, Kanmnagar in Andhra Pradesh and Lucknow in Uttar 
Pradesh The total capital cost of the five units is estimated at about 
Rs 10 crores spread o\cr a period of two years We suggest that the 
Corporation might provide loans from the Fund to electric co-opcrati\ es 
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at a relatively low rate of interest (say 4^ per cent) with a view to en- 
couraging the co-operative type of organization for the distribution 
of electricity m rural areas 


Estimated Resources 

21 We may now summarize, as m the following table, the total 
picture of how funds of the order of Rs 640 crores required for the 
rural electrification programmes may be found 


Table 1 

Fin’ancino of Rural Electrification Programmes 

Rs Crores 



Per Annum 

For the Fourth 
Plan Period 


Central assistance at current levels 

48 

240 


Contribution by land det elopment banks 
Contribution bv the ‘Agricultural Refin- 

5 

25 


ance Corporation 

Contribution by cultivators to rural dectri- 
fication bonds or debentures to be 

5 

25 


floated by electricity boards (para. 19) 

Rural Eleclnjicatum Fund proposed by us 

5 

25 

315 

Contribution by Got emment of India 

15 

75 


Contribution from U S -Use funds 
Contribution by commercial banks to 
bonds or debentures of the Rural Elcctn- 

35 

175 


fication Corporation (para 11) 

15 

75 

325 

TOTAL. 

128 


640 


The distribution of the estimated resources of Rs 325 crores m the 
Rural Electrification Fund during the Fourth Plan may be roughlv 
projected as follows 

Table 2 

Distribution of Resources in the Rural Electrification Fund 

Rs Crores 


Priont) schemes of state gosernments and dectnat\ boards at the rate of 


about Rs 52 crores per >ear 260 

Contribution to rural electrification bonds or debentures of cleclncitv 

boards 35 

Rural elcctnc co-operatn es 30 

total 325 
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22 We would say in conclusion that, in the present state of the 
finances of the electricity boards, there is a real danger that rural 
electrification may fail to get its due place in the development pro- 
grammes of states unless large additional resources can be found for 
die purpose. It is at the same time important that the additional funds 
raised should be deploy ed as productively and economically as possible 
It is m the hght of these objectives that we have recommended the 
constitution of the Fund and the setting up of the Rural Electrifi- 
cation Corporation to manage it It may be emphasized diat loans 
and contributions from the Fund are to be treated as stnedy additive 
in character In other words, they are intended to supplement, not 
supplant, the provisions for rural electrification which obtain at the 
present levels of investment and expenditure The object of the Fund 
and die Corporation is to add substantially to those provisions and at 
the same time create a machinery for ensuring that the additional 
funds arc put to optimum use in terms of production and economic 
return We recommend that early action be talen for the implementa- 
tion of these proposals 
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MEDIUM-TERM FINANCE FOR AGRICULTURE 

In Chapters 25 and 26 we have discussed issues connected with co- 
operative long-term credit An equally important aspect of term lending 
relates to medium-term credit for agricultural purposes This is relevant 
for financing both replacement or maintenance of existing assets and 
fresh investment in new assets To the former category belong loans for 
purchase of bullocks, reconstruction of bunds, deepening of wells, etc. 
These loans bang intended for meeting outlays of a repetitive nature 
cannot be assumed to add to the repaying capacity of the borrower 
though they help to ensure that it is not diminished As for loans to 
finance investment, medium and long-term credit have much in 
common from the point of view of the purposes winch they finance 
but differ m the duration of the loan which depends mainly upon the 
life of the asset to be financed and on the repaying capacity of the 
cultivator Thus a big cultivator, or for that matter even a medium 
cultivator who adopts intensive cultivation or a multiple croppiug 
pattern, may be able to repay in three to five years loans for investments 
calculated to improve the productive capacity of the farm such as 
those for sinking of wells or purchase of a pumpset or other costly farm 
equipment, although many other cultivators would require a long-term 
loan for such purposes Whether a medium-term loan would suffice 
depends also on the size of the outlay invol ved. For example, a long- 
term loan would ordinarily be required for sinking a well if the water 
level is low and the w'ell is to be built up with brick and mortar, but a 
medium-term loan w r ould do if the outlay is relatively small because 
the w'ater level is high and the masonry work involved is hmited As 
the cultix ator needs medium-term, rather than long-term, credit for 
a wide range of oudays on the farm — whether it be for maintenance 
or replacement of production assets or for creation of new r assets — 
provision of such credit on an adequate basis is an important aspect 
of institutional finance for agriculture 

2 So far as commercial banks are concerned, medium-term credit 
for agriculture is one aspect of term finance for tlus sector. Once a 
bank dcadcs to entertain a proposal for a term loan to a cultix ator, 
the further decision xvhether the loan should be medium-term or long- 
term xvill depend on what its investigation shoxvs m regard to the pro- 
bable extent of the resulting increase in income, the period after xvhich 
it xvould accrue, the part of it xvhich xvould be available for repayment 
of a term loan and so on. It is, therefore, hardly necessary in the case 
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of commercial banks to consider medium-term credit as a distinct 
category of term finance Moreover, while loans for periods beyond 
15 months but not exceeding 5 years are considered as medium-term 
loans by the co-operative banks, loans for even longer periods are 
assumed to fall into this category for commercial banks 

Medium-term Co-operative Credit 
3 Unlike for commercial banks, medium-term credit presents various 
special problems for the co-operative banking system Firstly, there are 
two distinct structures in the co-operative banking system for meeting 
the term credit requirements of agriculturists according as the loan 
ads anccd is for less than 5 y ears or more This is not the case with com- 
mercial banks IVhile the short-term co-operative credit structure 
disburses term loans mostly for three years and to a small extent for 
five years, the long-term co-operative credit structure was, till recently, 
advancing loans for a uniform duration of 20 or 15 years In recent 
y cars, howeser, there has been a tendency to reduce the period of 
loans to 10 years, or c\ cn 7 years in some cases Secondly, with the gap 
between the maximum period permissible for a medium-term loan 
and the minimum period of a long-term loan being narrowed, the 
need for rationalization in the medium-term loan policies as well as 
co-ordination betw cen the operations of the tw r o wings of the structure 
has assumed a new significance Thirdly, the medium-term loans of 
the co-opcratn cs hate been disproportionately small in aggregate 
\olumc and slow in growth as compared to short-term credit as may 
be seen from Table 1 given below From Rs 13 crores in 1957-8, 
the first year for which data in this regard are available, the medium- 
term loans issued by primary agricultural credit societies increased to 
only Rs 46 crorcs in 1967-8 On the other hand, during the same period 
the short-term credit advanced by these societies rose from Rs 83 
crores to Rs 359 crorcs It is also relet ant to note here that the medium- 
term credit target of Rs 50 crores set under the Second Plan had not 
been reached c\cn by 1967-8 


Tad lx 1 

Lo\n$ \d\ anct.d b\ Primary Agricultural Credit Societies 

Ra Crorcs 


3 ear 

Loans Advanced during the Tear 

Loans Outstanding at the end of 
the 2 ear 

Short- 

tern 

\Iednrr- 

term 

Tola! 

Short- 

term 

Medium- 

term 

Total 

l'Jj7-f> 

83 

13 

96 

NA, 

N A 


i" n-r,i 

IP3 

20 

203 

N \ 

I\ A 

218 

1965-0 

305 

37 

342 

357 


427 

l fl j7-l.‘ 

351 

4G 

405 

441 

79 
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Medium-term credit needs have been steadily growing all these years 
and the inability of the co-operatives correspondingly to expand the 
supply of such credit is one of the more noticeable inadequacies of 
their performance It is with this aspect of co-operative credit that we 
deal in this chapter 


Medium-term Resources 

4 It is obvious that the availability of medium-term resources m an 
adequate measure is an important prerequisite for the expansion of 
medium-term credit The central co-operative banks can make medium- 
term loans only from the disposable resources available from out of 
their paid-up share capital including state government contribution 
and deposits for over one year which they are able to mobilize, and 
finally from the borrowings from the higher financing agencies, viz , 
the Reserve Bank and the state co-operative bank We have discussed 
the problems relating to owned funds and deposits in an earher chapter 
and suggested certain measures for augmenting those internal sources 
of funds of co-operative banks The Reserve Bank being an important 
source of funds for this purpose, the policies pursued by it in regard 
to medium-term loans to co-operative banks have a direct bearing on 
the expansion of such credit by co-operatives We shall, therefore, 
deal first with these policies 

Reserve Bank Finance 

5 It was in 1954 that the Reserve Bank began to offer medium-term 
loans to state co-operative banks for agricultural purposes following 
an amendment of the Reserve Bank of India Act in response to a wide- 
spread demand for this measure As the funds available with the Bank 
for the purpose were then meagre, the scheme was subject to two 
restrictions laid down m the Act itself, namely, (1) that the amount 
of medium-term advances should not at any time exceed Rs 5 crores 
in the aggregate, and (11) that the medium-term loans advanced to any 
state co-operative bank should not exceed its owned funds Further, 
the loans made available by the Bank were to be treated as additional 
to the co-operatives’ own contribution m this regard These loans is ere 
for three years and earned interest at 2 per cent below the Bank Rate. 
The second stage m the evolution of the Bank’s policy was marked by 
the establishment of the National Agncultural Credit (Long-term 
Operations) Fund m 1956 following the recommendations of the 
Rural Credit Survey Committee, which improved the Bank’s ability 
to provide medium-term and long-term loans Accordingly, both the 
overall statutory limit of Rs 5 crores and the restriction that the loan 

2T 
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to a state co-operam e bank should be limited to its owned funds were 
remo\cd Besides, 25 per cent of the medium-term loan advanced by 
the Bank was permitted to be used for a period of 5 years In the 
third stage which may be said to have followed the recommendations 
of the Committee on Co-operati\e Credit (i960), more emphasis 
came to be laid on the use of loans provided by the Reserve Bank for 
produeme purposes and on efforts of the borrowing central banks to 
increase their own term resources Progress m collecting share capital 
from members and attracting fixed deposits was to determine the size 
of additional limits to be sanctioned over and above the normal limit 
for a central bank which w'as up to its owned funds It w’as again during 
this phase that the Resene Bank raised the rate of interest on its 
medium-term loans by h per cent (1 e , to 1 J per cent below the Bank 
Rate) The fourth stage was marked by the decision taken by the 
Rescr\e Bank in consultation with the Standing Advisory Committee 
on Rural and Co-operati\e Credit that, with effect from 1962-3, its 
medium-term credit to co-operati\ es would be provided on a reim- 
bursement basis, instead of being expected to be drawn and advanced 
At the same time, with a view to ensuring that the loans available 
from the Reserve Bank did not result m a reduction m the amount 
provided for the purpose from out of the medium-term resources of the 
banks themscKes, it was stipulated that each state co-operative bank 
should maintain a basic level equal to the amount of medium-term 
loans made out of its own resources and outstanding as on 30 June 
1962 (1 c , exclusive of the medium-term loans obtained from the 
Reserve Bank) and that the apex bank concerned would be allowed 
to reimburse itself to the extent of 75 per cent of the new loans made 
by it over and above the basic level obtaining as on 30 June 1962, 
subject to a ceiling fixed by the Reserve Bank on the basis of resources 
available in the National Agricultural Credit (Long-term Operations) 
Fund Similarly, a central co-operative bank was in turn permitted 
to reimburse itself to the extent of 75 per cent of the medium-term 
loans granted b> it out of its own resources over and above the basic 
level obtaining on 30 June 1962 In other words, of the medium-term 
loans advanced b) a central co-operative bank over and above the 
basic level, 56 25 per cent would come from the Reserve Bank, 18 75 
per cent from the own resources of the apex bank and the balance 
-5 P cr cent from the own resources of the central co-operative 
bank itself 

6 On a review of the working of the above scheme during 1962—3 
the Rcscrv e Bank made the following important concessions in De- 
cember 1963 which arc in force at present Firstly, the reimbursement 
of medium-term loans from the Reserve Bank was not to be related 
onlv to fresh advances during the year made by the central banks 
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to societies, but to any loans outstanding against societies for approved 
medium-term agricultural purposes over and above the basic level 
Secondly, reimbursement against tins limit was to be to the extent of 
80 per cent of such outstandings Thirdly, the state and central 
co-operative banks were free to determine their respective shares in 
the reduced margin of 20 per cent to be maintained between the 
outstandings against societies and the borrowings from the Reserve 
Bank On a further review during the subsequent years, the Reserve 
Bank announced a few more concessions One of these was the waiver 
of the condition of basic level for all banks for which this level was 
below Rs 1 lakh Secondly, the Reserve Bank expressed its willingness 
to reduce or even waive, if necessary, the basic level in other cases 
where the condition was likely to stand in the way of drawals on the 
Reserve Bank’s credit limits Thirdly, the Bank agreed to sanction 
5-year loans in excess of 25 per cent of die total loans sanctioned to a 
state co-operative bank to facilitate the financing of minor irrigation 
schemes 


Low Utilization 

7 All diese measures of liberalization should have led to a sub- 
stantial expansion in the volume of medium-term credit drawn by the 
co-operative banks from die Reserve Bank and a corresponding increase 
m the medium-term loans to agricultural credit societies. The ex- 
perience of the last few years in regard to the utilization of the facilities 
available from the Reserve Bank has, however, belied diese expectations 
as may be seen from the following table 


Table 2 

Medium-term Loans Drawn b\ State Co-operative Banks from the Reserve Bank 


Rs Crorcs 


tear 

Allocation 
from the 
National 
Agricultural 
Credit 
( Long-term 
Operations) 
Fund 

Limits 

Sanctioned 

Amount 

Drawn 

Percentage 
ofCd (4) 
to Col (3) 

(1) 

(2) 

(3) 

(4) 

(5) 

1962-3 

15 60 

9 31 

4 18 

44 9 

1963-4 

17 50 

14 00 

7 45 

53 2 

1964-5 

20 00 

14 39 

7 91 

55 0 

1965-6 

25 00 

13 54 

6 92 

51 1 

1966-7 

25 00 

15 49 

8 37 

54 0 

1967-8 

30 00 

16 57 

9 12 

55 0 

1968-9 

30 00 

19 00 

9 02 

47 5 
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"While this is the picture for all the state co-operative b ank s taken to- 
gether, Table 3 gives the state-wise position for the three years 
ended 1967-8 

8 It was only m one state, viz , Kerala, that the extent of utili- 
zation of the Reserve Bank’s limit was more than 75 per cent in all 
the three years ended 1967-8 but even here this proportion and the 
absolute amounts actually availed of have been coming down A down- 
ward trend w r as also witnessed in Madhya Pradesh and Maharashtra 
In the latter state, again, while the total of credit limits sanctioned to 
the apex bank was among the highest for any state, the extent of 
utilization w f as one of the least Orissa and West Bengal were two 
other states where drawals were poor On the other hand, in Bihar, 
Haryana and Punjab, apart from Kerala, the utilization was more 
than 60 per cent Again, as the total of limits actually sanctioned by 
the Reserve Bank fell far short of the allocations made by it at the 
commencement of each year, the funds drawn by the co-operative 
banks from the Reserve Bank were clearly a small proporuon of what 
the latter was prepared to provide 

9 The review's made from time to time by the Reserve Bank in 
regard to the under-utilization of its medium-term credit limits have 
sought to identify the factors accounting for the poor offtake The 
foremost of these is the lack of planning on the part of the state and 
central co-opcrativ e banks in regard to dispensation of medium-term 
loans Secondly, the state co-operative banks have been reluctant to 
provide prior indication to the central co-operauve banks as to the 
extent of such loans that might be expected from them Thirdly, there 
was delay in submission of applications to the Reserve Bank as also 
m the exccuUon of guarantee deeds by the state governments 


Need for Planning 

10 In most states, the apex and central co-operative banks have 
neither undertaken any systematic study of the medium-term credit 
requirements nor drawn up a planned programme for such financing 
Although the Reserve Bank indicates at the commencement of each 
7 car the amount of medium-term loans which can be reimbursed from 
it during the 7 ear, the apex banks have been generally reluctant to 
sanction medium-term credit limits to central co-operative banks m 
anticipation of the Reserve Bank limits so as to enable the latter to 
plan and fulfil their medium-term lending programmes Further, not 
having made a detailed study of the medium-term needs, most central 
banks indicate the lending programmes in an arbitrary manner while 
mating applicauons to the Reserve Bank, and the limits sanctioned 
with reference to such programmes naturally remain under-utilized. 
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We, therefore, suggest that each state co-operative bank should 
draw up a suitable time-table for the different stages of the process 
of preparing medium-term loan applications to the Reserve Bank 
and ensure that the central co-operative banks undertake this effort 
on a planned basis It is necessary that each central bank should 
examine early enough in the year the requirements of medium-term 
credit among the members of the societies affiliated to it and arrive 
at appropriate pnoriues among different purposes with reference to 
the funds hkely to be available which, in turn, can be based on the 
indication given by the Reserve Bank as to the amount allocated to 
the state for medium-term credit It is only from closely co-ordinated 
effort on these lines by the management of the central co-operative 
banks m consultation with the officials of the Agriculture and other 
departments, the representatives of the affiliated societies, etc , that a 
definite plan for medium-term credit can emerge It is in tins fashion 
that detailed applications can be prepared which conform to the 
requirements of the Reserve Bank and provide evidence that the 
programme of lending is related to actual needs at the field level 
determined on realistic and rational lines Once the planning of 
medium-term credit is organized in a systematic way, it should not 
be difficult for the state co-operative banks to grant medium-term 
credit limits to central co-operative banks in anticipation of the 
Reserve Bank’s limits This, m our view, should help substantially to 
improve the utilization of the medium-term credit facilities available 
from the Reserve Bank 


Currency of the Limit 

1 1 Though the Reserve Bank stipulates that medium-term credit 
limit applications should be sent to it by the end of September each 
>car, rarely have the state co-operative banks, in practice, apphed for 
such limits before this date In several cases, the applications were 
reccncd only after December, and in some cases, as late as in April 
or May, with the result that the banks had hardly any time to draw 
on the limits before they expired on 30 June While it is reasonable to 
expect the state co-operative banks to submit their applications as 
early as possible on the basis of the medium-term lending programmes 
drawn up by the central banks, the very process of making a study 
.and ascertaining the need of the area served by each central bank is 
bound to take time Some time wall also be required for the processing 
of the application at various stages and finally for examination m the 
Rcscn e Bank Even with the best of efforts by all concerned, the central 
banks ma\ not have more than 6 months to draw on the sanctioned 
limits With a vie w to overcoming the difficulty faced by the state 
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co-operative banks in having to operate on a limit which in effect is 
available for drawal only for a short period, we recommend that the 
Reserve Bank may consider sanctioning medium-term credit limits to 
these banks for a period of two years at a time with reference to appro- 
priate lending programmes. This facility should help the banks to 
complete such programmes Notwithstanding the two-year period 
for each medium-term credit limit, it should be open for state co- 
operative banks to apply for such limits every year, and for the Reserve 
Bank to sanction them on merits, subject to the condition that the 
new hmit is inclusive of the undrawn portion of the limit which having 
been sanctioned earlier is currently operative. This facility, in our new, 
will give a greater flexibility to the state and central co-operative banks 
to operate on the Reserve Bank’s medium-term credit limits once 
they are communicated to them and, at the same time, ensure that 
there is no larger recourse to the National Agricultural Credit (Long- 
term Operations) Fund on this account than the allocation to the 
state co-operative bank concerned. 


Government Guarantee 

12 As we mentioned earlier, an important factor accounting for 
the poor utilization of the Reserve Bank’s medium-term credit limits 
is the delay on the part of the state governments m executing the 
guarantee deed for the loans sanctioned For instance, m the case of 
one state, the guarantee deed in respect of the medium-term credit 
limit for the year 1967-8 was received at the end of May 1968 and in 
yet another, it was received as late as on 14 June 1968 which meant 
that the limit in this case was operative only for a fortnight. While 
situations of this type can no doubt be avoided if state governments 
execute a consolidated deed of guarantee at the commencement of 
the year itself for amounts likely to be made available by the Reserve 
Bank, most state governments for some reason or the other have not 
been able to do so These considerations apart, we feel that a stage has 
come for reconsidering the basic question whether there is need for a 
government guarantee to cover medium-term loans from the Reserve 
Bank to the state co-operative banks The insistence on government 
guarantee was perhaps understandable when the Reserve Bank com- 
menced the provision of medium-term loans for agricultural purposes 
to state co-operative banks m 1954. This was a new line of business for 
the Bank Term lending by the central bank of the country from its 
general resources was considered unusual and hence calling for various 
restrictions and safeguards Even short-term accommodation to most 
state co-operative banks was covered by guarantees of state govern- 
ments. It was in this context that such guarantee was laid down as 



840 medium-term finance for agriculture 

a statutory requirement Many developments as detailed below have 
taken place since then to justify a renew of this condition (i) With 
die establishment of the National Agricultural Credit (Long-term 
Operations) Fund m 1956, the medium-term loans from the Reserve 
Bank have come to be advanced out of this Fund which is built up by 
appropriations from the Bank’s profits The earlier concern for liqui- 
dity, etc , is not so relevant when medium-term loans are being thus 
advanced from a special fund as when the general resources of the Bank 
i\ ere used for die purpose (ti) Even in respect of short-term accommo- 
dation provided by the Reserve Bank which is much larger than the 
medium-term credit advanced by it, the Bank’s policy has been to 
give up insistence on government guarantee to the maximum extent 
practicable It is only when the co-operative credit structure is weak, 
financially and organizationally, that the Reserve Bank secures its 
short-term accommodation by a guarantee of the concerned state 
government A similar approach can be apphed to medium-term loans 
as well without state government guarantee being required m all cases 
as at present (ni) The measures now being taken by the Reserve Bank 
to bring about a rationalization of the medium-term loan policies of 
co-operative banks can be expected to ensure that medium-term lending 
by the banks is generally sound, and based on repaying capacity 
and appropriate norms of probable ouday (tv) The security taken from 
the ultimate borrowers for the medium-term loans advanced by die 
co-opcrati\ c banks out of borrowings from the Reserve Bank is, m any 
case, subject to the conditions prescribed by the latter (v) The sanction 
of credit limits by the Reserve Bank for medium-term agricultural 
purposes is subject not only to the ceihngs recommended by the 
Committee on Co-operative Credit (i960), but also to the condition 
of the maintenance of adequate non-overdue cover (pi) The fact that 
central co-operative banks are required to maintain a basic level and 
that, furdier, the state and central co-operative banks have to main- 
tain a margin of 20 per cent between the outstandings against societies 
m excess of the basic level and the borrowings from the Reserve Bank 
provides a further safeguard (ru) It is being recognized that die in- 
sistence on government guarantee is becoming so widespread as to 
reduce the significance of this condition It is also doubtful if a general 
guarantee such as the one covering medium-term lending all over the 
state can be backed b) anv special supervision by the state government, 
especially since this responsibility is being increasingly transferred to 
apex and central banks We find that the State Co-operative Banks’ 
I cdcration has also requested the Reserve Bank to give up the insistence 
on government guarantee for medium-term loans provided by it to 
the state co-operative banks In view of the considerations which we 
have mentioned, wc recommend that the Reserve Bank of India Act 
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may be amended so as to allow for the waiver of government guarantee 
m appropriate cases 

1 3 While these measures should no doubt help the state and central 
co-operative banks to have greater recourse to the refinance facilities 
available from the Reserve Bank for medium-term credit, it is much 
more important for this purpose that their present loan policies in 
this regard wluch are somewhat ad hoc and do not conform to orderly 
principles of lending, are rationalized so as to relate the loans to ex- 
pected outlays and probable repaying capacity It is the problem of 
bringing about a modification of policies m this direction that we shall 
discuss in the following section 

Lending Policies 

14 The evolution of appropnate lending policies and efficient proce- 
dures for medium-term credit has been somewhat slower than for 
short-term credit Till recently, the eligibility for a medium-term loan 
was largely determined with reference to the value of security offered, 
the mention of an approved medium-term agricultural purpose being 
often a mere formality Scrutiny of such details as the adequacy of the 
loan in relation to the proposed outlay and the ability of the borrower 
to repay the loan within the specified penod out of the current or 
expected income was generally unknown The lack of orderly principles 
m this regard led to unsatisfactory results in different aspects Some- 
times medium-term loans came to be used for consumption purposes, 
partly because the purpose for which the loan was ostensibly sought 
was not properly scrutinized, the utilization was not supervised or the 
loan was inadequate for the purpose envisaged In some cases, on the 
other hand, the outlays were so large and the farms so small that the 
instalments were beyond the repaying capacity of the borrowers The 
result was that overdues mounted up 

15 It was against this background and following a detailed consi- 
deration of this problem by the Standing Advisory Committee on 
Rural and Co-operative Credit and based on its advice that the Rescn c 
Bank emphasized in a circular of 26 October 1 965 the need for sv itching 
over from a sccunty-based system of medium-term credit to one 
under wluch the loans were to be determined on the basis of the outlay 
on the proposed investment on the one hand and the repaying capacity 
on the other. As regards the former, it was stressed that each centra] 
co-operative bank should fix certain generally acceptable norms of 
outlay for different types of investments wluch were feasible in its area. 
This was to be done by the bank, as in the case of short-term finance, 
on the basis of the recommendations of the field \sorkcrs’ conference at 
which some standards either on a per acre basis for purposes hkc bunding, 
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levelling and reclamation, or on a per unit basis as in the case of 
bullocks, iv ells, pumpsets and milch cattle were to be evolved It was 
also suggested that as the cost of investment per acre or even per unit 
might vary from area to area within the jurisdiction of the bank, 
it might be necessary for the conference to indicate a narrow range 
within which societies might sanction medium-term loans for different 
purposes 

1 

Repaying Capacity 

16 So far as the repaying capacity was concerned, although it was 
recognized that purposes relating to periodical maintenance or replace- 
ment of existing production assets would have to be viewed differently 
from those relating to new investments which would increase the 
income-earning capacity of the farm, it was considered that such an 
assessment was not easy to make in practice Unless the central banks 
were confident of having all proposals of medium-term loans scientifically 
appraised from this point of view, they would have to be guided by the 
applicant’s current repaying capacity As it had been generally 
agreed that the repaying capacity of a cultivator would be about one 
half of the value of his gross produce from the farm and that one-third 
of the value of the gross output would be required for short-term 
finance, the balance of one-sixth of the assumed value of output was 
considered to be a safe measure of repaying capacity for the annual 
instalment of medium-term loans These guidelines were subsequently 
reiterated in the Crop Loan Manual brought out by the Reserve Bank 
injune 1966 

17 While, as mentioned above, attempts were being made to 
rationalize medium-term loan policies, several studies have revealed 
that in practice progress in this direction was negligible For instance, 
a study earned out in a district each m five states by the Reserve 
Bank’s Economic Department through its Division of Rural Surveys in 
1965-6 revealed that, by and large, medium-term loans were not being 
issued with reference to either the outlay proposed on the investment 
or the repaying capacity of the borrower Again, a limited study earned 
out by the Agncultural Credit Department of the Reserve Bank in 
March 1968 showed that generally the practice governing mcdium- 
term loans provided by co-operatives for agricultural purposes had vet 
to be brought in line with the pnnciple of basing such loans on norms 
of outlay for different purposes and estimated repaying capacity Thus, 
most of the medium-term loans sanctioned in Andhra Pradesh were 
stated to be related to land improvement, levelling and bunding but 
neither the nature oT improvement nor its cost was indicated in the 
loan applications In Gujarat, medium-term loans were ordinarily 
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value of gross produce of the borrowing member is not inflated to 
accommodate the amount that is proposed to be sanctioned to him 
In the case of medium-term loans connected with the creation of 
new assets, however, it wall be necessary to take into account the 
probable additions to gross produce and to income which are likely 
to occur as a result of such investment It is only when repaying capa- 
city is computed on that basis that it may be possible, m most cases, to 
advance an adequate loan for the purposes concerned We recommend, 
therefore, that the additional repaying capacity hkely to be generated 
should be taken into account after it is calculated on this basis for 
different types of inv estment and on appropriate assumptions in regard 
to the resultant crop pattern and probable gross produce Further, 
while we agree that at the present stage the agricultural credit societies 
and the central co-operative banks will have to proceed on the basis of 
norms of outlay, repaying capacity, etc , based on averages, it would 
be both necessary and possible in due course for even the short-term 
structure to deal with each application for investment outlay on an 
individual basis, 1 e , taking into account the size of the farm, the 
proposed investment, its technical feasibility and economic viability, 
the anticipated change in crop pattern and the increase which is 
expected to result in the gross produce and income This, we believe, 
should be possible once agricultural credit societies are built up to be 
viable units which can afford to employ the necessary staff and the 
supervisory staff of the central bank is also strengthened in terms of 
number and quality 

Security 

20 Alongside these efforts to streamline and rationalize the medium- 
term loan policies of banks, attention should also be paid to certain 
other aspects of medium-term credit which have a bearing on the extent 
to which it becomes available to all those who require it and is put to 
productive use One of these concerns the security for such loans It 
may be recalled that, following the recommendations of the Committee 
on Co-operative Credit (1960), the Reserve Bank had agreed that 
medium-term loans up to Rs 500 advanced out of funds provided by 
it might be made against personal surety, loans between Rs 500 and 
Rs 1,000 against a charge on land and loans exceeding Rs 1,000 against 
mortgage of land Subsequently, with the increase in the price level 
which made it difficult to acquire any worth-while asset with a loan 
of Rs 500 and the growing importance of medium-term loans in the 
schemes for agricultural production, the Reserve Bank relaxed these 
conditions by agreeing to medium-term loans up to Rs 1,000 being 
provided on the basis of personal surety, loans between Rs 1,000 and 
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Rs 1,500 against charge on land and loans exceeding Rs 1,500 against 
mortgage of land 

21 While these relaxations are in the right direction, we feel that 
there is scope and need for further liberalization which can be 
undertaken, if necessary, in stages and on a selective basis Insistence 
on mortgage security is less important to the extent that medium- 
term lending is increasingly based on assessment of repaying capacity, 
and arrangements for supervision are improved This would be parti- 
cularly true of loans for purposes of identifiable and demonstrably 
productive investment We note that, at a recent meeting of the Stand- 
ing Advisory Committee on Rural and Co-operative Credit, it was 
agreed that medium-term loans, up to a limit of Rs 3,500, for the 
digging of a new well or the purchase of an electric pumpset or oil 
engine or tractor or power tiller might be made on the basis of personal 
surety, provided the borrower met at least 1 5 per cent of the cost or 
the balance of outlay, whichever is higher, from his own resources 
apart from contributing 10 per cent of the loan to the share capital of 
the lending society, and that in the case of machinery, the borrowing 
member in addition agreed to the society having the first charge on the 
asset. 'While wc consider dus a realistic approach, we do not propose to 
set down here specific norms of security for uniform application A 
decision in this regard will have to be taken widi reference to factors 
such as the local land values, the size of the investment ouday to be 
financed by the loan, the value of assets created or purchased -with the 
loan and the extent to which the loan policies are based on sound 
principles of investment lending We recommend that the limits up 
to which medium-term loans may be made on the basis of personal 
sureties or against charge on land may be determined separately by 
each state co-operative bank with reference to all these factors and m 
consultation -with the Reserve Bank We further suggest that, in decid- 
ing upon any relaxation of these limits which should not, ordinarily, 
exceed Rs 3,500, the banks may adopt the following safeguards (i) the 
medium-term loan should be for purposes such as the sinking of ■wells, 
purchase of oil engines, electric pumpsets, tractors or power tillers 
and energization of pumpsets , (it) the medium-term loans are made 
subject to a careful scrutiny of repaying capacity , (m) the equipment, 
if any, purchased from out of the borrowed funds is hypothecated in 
favour of the lending society, and (ir) the lending society keeps an 
appropriate margin on the total cost of the 1m estment or the balance 
of outlay, whichever is higher, after allowing for the share capital 
contribution by the borrowing member 

22 We have referred more than once to the fact that small farmers 
are unable to obtain sufficient co-opera ti\ e credit. In part, this results 
from the fact that their small farms do not provide them -with sufficient 
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repaying capacity for any worth-while investment of a medium-term 
nature At the same time, as we ha\e pointed out earlier, there is a 
category of farmers who can be assisted to move from subsistence farm- 
ing to commercial cultivation, if only they are assured of credit and 
other services to im est m irrigation and undertake improved techniques 
of farming There are, again, certain farmers in this category who, 
because of uncertainty of tenure, are unable to provide the security 
required for medium-term loans beyond a certain amount If they are 
not to be denied medium-term credit, the policies of the institutions anil 
ha\ e to be suitably adapted to the needs of such cultivators One such 
expedient would be to consider the sanction of a joint loan to a group 
of small farmers for purchase of bullocks for their joint use or for sinking 
a common well and making all the members responsible, jointly and 
severally, to repay the loan We recommend that these and odier ways 
of financing potentially suable but small farmers for investment outlays 
may be explored wherever their farm business, at the improved level 
of technology, provides a sufficient surplus to repay the instalments of 
medium-term loans after meeting other claims on their incomes We 
consider that the scope for such financing should be especially promis- 
ing in the districts in which the Small Farmers Development Agency 
is to be set up as recommended by us, as there is provision under that 
scheme not only for ensuring that it is undertaken as a supervised credit 
arrangement but also for grants to be made to the credit institutions 
for building up a risk fund and for employing additional supervisory 
staff 

Eligible Purposes 

23 When the Reserve Bank initiated its scheme for providing 
medium-term loans to state co-operative banks in 1954, eligible pur- 
poses were specifically indicated to the state co-operative banks and 
these included bunding and other land improv ements , construction, 
dc\cIopment and maintenance of irrigation sources , purchase of such 
livestock, implements, machinery and transport equipment as were 
necessary for or conducive to agriculture , construction of farm houses 
and cattle sheds, and the purchase, construction and development or 
maintenance of such equipment as might be needed for carrying on 
animal husbandry and allied activities joindy undertaken with agri- 
cultural operations Subscquendy, following a suggestion that the 
Reserve Bank might sympathetically consider the question of granting 
medium-term loans to co-operative banks to enable agriculturists to 
purchase shares m co-operative sugar factories, the Reserve Bank of 
India Act was amended in 1956 so as to enable the Bank to sanction 
medium-term loans for agricultural purposes or ‘ for such other 
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purposes connected with the agricultural activities as the Central 
Board may, from time to tame, by regulation or otherwise, determine ’ 1 
Since the request accounting for the amendment related to co-operative 
sugar factories which required large capital outlays and also certain 
minimum contribution from members by way of share capital to 
qualify for government contribution and loans from the Industrial 
Finance Corporation, the Central Board of the Reserve Bank approved 
the purchase of shares in these factories as an eligible purpose for re- 
finance from the Bank These medium-term loans from the Bank run 
for 4 years and carry interest at the Bank Rate, 1 e , without any conces- 
sion as is available on normal medium-term loans Although this 
facility has been available for a number of years, only four states, viz , 
Punjab, Andhra Pradesh, Mysore and Rajasthan had taken advantage 
of it up to the end of 1968, the amount involved being only Rs 32 67 
lakhs Subsequently, in February 1962, the Reserve Bank included 
the purchase of milch cattle by the agriculturist members of primary 
credit societies as one of the purposes for which medium-term loans 
could be made This was later modified to allow for channelling of such 
loans through milk supply societies subject to certain conditions to which 
we shall refer in Chapter 30 More recently, the Reserve Bank has 
decided to extend refinance facilities in respect of medium-term loans 
for purchase of shares in three other types of co-operative processing 
societies, viz , cotton ginning and pressing units, groundnut oil mills 
and rice mills Again, at the request of the Government of India, the 
Reserve Bank agreed in November 1967 to its medium-term loans being 
used for financing poultry farming activities undertaken by agriculturist 
members of primary agricultural credit societies 

24 Although the Reserve Bank has been progressively widening 
the scope of the purposes for which its funds can be availed of, the 
medium-term loans actually disbursed by primary agricultural credit 
societies have been mostly for purchase of cattle, as can be seen 
from Table 4 This was clearly the case in Assam, Bihar, Gujarat, 
Haryana, Rajasthan and Uttar Pradesh In Andhra Pradesh, Kerala, 
Maharashtra, Mysore and Tamil Nadu, the predominant purpose 
for which such loans were issued was to carry out minor improve- 
ments to land However, in the absence of streamlined procedures 
and proper supervision, there is reason to believe that, though 
ostensibly classed as for this purpose, some proportion of these loans 
could in fact have been actually used for other purposes which might 
not necessarily be productive Madhya Pradesh perhaps provides an 
extreme example of medium-term loans being largely of a category not 
related to identifiable productive purposes m so far as the medium-term 
loans made in that state for ‘other agricultural purposes’ and ‘ other 
1 Section 46A(2)(b) of the Reserve Bank of India Act, 1934 
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standing in the way of co-operative banks extending their medium- 
term loans to individuals for agricultural purposes Nor does this seem 
hkcly in the near future We do not, therefore, foresee the immediate 
likelihood of co-operative banks looking to the Agricultural Refinance 
Corporation for refinance in this regard to any significant extent 
Further, the cost of obtaining refinance from the Corporation (which 
is 6 per cent) will not prove economical to state co-operative banks 
which can draw medium-term loans from the Reserve Bank at i£ per 
cent below the Bank Rate (1 e , 3^ per cent at present) Besides, the 
policy of the Agricultural Refinance Corporation is not to extend its 
refinance to those schemes which can be taken care of by the existing 
normal arrangements for medium-term finance including the Reserve 
Bank’s assistance for this purpose At the same time, we do not 
completely rule out the possibility of state co-operative banks obtaining 
refinance from the Agricultural Refinance Corporation m certain 
special circumstances One area of financing in which the Corporation’s 
assistance may be sought concerns the medium-term credit needs for 
schemes connected with fisheries, which the Reserve Bank does not, 
at present, appear to be m a position to meet Another such possibility 
is the financing of producer-onented storage schemes Secondly, with 
the expansion of medium-term lending m the years to come, a stage 
may come when resources present a problem to co-operative banks 
It may then be advantageous to these banks to have access to the 
Corporation in so far as their medium-term lending programmes 
drawn up on a ' project ’ or ‘ cluster ’ basis are concerned Being 
confined to a compact area and being assured of technical an'd other 
assistance from extension authorities, the banks may be in a position to 
reduce their o\ erheads by way of supervision and other expenses and 
thereby afford the higher cost of refinance from the Corporation It is 
in these special circumstances that co-operative banks may have 
recourse to the Agricultural Refinance Corporation for expanding 
their medium-term lending in future 

27 We have emphasized in Chapter 26 the need for co-ordination 
between the short and medium-term credit structure on the one hand 
and the land development banks on the other in their operations, 
particularly because both seek to serve the cultivator in so far as his 
lmcstment credit needs are concerned Without repeating here the 
\anous suggestions made there to ensure overall co-ordination, we 
would only emphasize that the two wings of the structure should 
agree upon the classes of cultivators and purposes to be financed by 
the two agencies watli reference to the size of the ouday and repaying 
capacity as indicated earlier and ensure that there is an orderly divi- 
sion of such business between these institutions in accordance with 
stated principles Another fruitful line of co-ordination between the 
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CHAPTER 30 


CREDIT FOR ANIMAL HUSBANDRY, FISHERIES AND 
OTHER ACTIVITIES 

The importance of credit facilities for animal husbandry and related 
activities derives from the many-sided significance of this sector to 
India’s economy. Illustrative of tins are the use of draught cattle for 
agricultural operations, the contribution which milk, eggs and meat 
can make to a balanced and nutritive diet, the value of wool, hides, 
skins, bones, etc., as raw materials for domestic industries and export, 
the important source of rich soil nutrients available in animal voids and, 
not least, the subsidiary occupation which animal husbandry activities 
provide to farmers of all categories including small farmers Crop 
production on the one hand, and animal husbandry on the other, have 
to be dovetailed in the emerging pattern of agriculture, to ensure the 
optimum use ofland, labour and capital. 

Development Plans 

2. The net value of animal husbandry output m India (excluding 
draught power) was estimated in 1959-60 at about Rs 885 crores and 
accounted for nearly 7 • 2 per cent of the national income This, how- 
ever, is only a fraction of the potential contribution which this sector, 
if better developed, can make The average productivity of milk per 
cow in India is only 173 kgs as against 2,970 kgs in New Zealand and 
the average wool and mutton production of Indian sheep are only 
0 9 kg wool and 10 kgs mutton, as compared to about 4 kgs wool and 
20 kgs mutton in some of the important sheep-rearing countries. 
The poor levels of productivity and availability explain, in their turn, 
the low levels of consumption of milk and eggs in India. 


Recent Progress 

3. Programmes for the development of cattle, sheep and goats, 
poultry, piggery and fisheries have featured m all the three Five Year 
Plans and in the subsequent three annual plans. The outlays allotted 
for cattle development during the last three Plan periods aggregated 
about Rs 36 crores and almost an equal amount was provided for the 
three years following the Third Plan Of this, nearly 75 per cent was 
actually spent The Plan schemes related to the setting up of intensive 
development and key village blocks for the development of better breeds 

855 
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and the larger production of milk The outlay in the First Plan covered, 
among other schemes, those relating to the Aarey Milk Colony m 
Bombay, a plant for the manufacture of milk powder and processing 
of liquid milk at Anand m Gujarat and a cattle colony at Hannghatta 
in West Bengal A sum of about Rs 55 crores was provided during the 
Second and Third Plans for setting up milk supply projects, rural 
creameries and plants for milk powder, cheese, cattle feed, etc As a 
result of steps taken for the development of sheep and goats, the num- 
ber of sheep breeding farms in the country rose to 81 by 1965-6 from 
3 before the First Plan In addition, 654 sheep and wool extension 
centres had also been set up So far as poultry farms were concerned, 
five regional farms and 279 extension centres were set up during the 
Second Five Year Plan for the distribution of eggs and birds for breed- 
ing, education of farmers on poultry methods, and the provision of 
extension services in disease control, etc The Third Five Year Plan 
witnessed the establishment of units for the manufacture and marketing 
of poultry feed and of many commercial farms and hatcheries in the 
private sector Efforts for piggery development were largely initiated 
towards the end of the Second Plan and by the end of the Third Plan, 
30 blocks had been orgamzed for distribution of pigs, as also 7 bacon 
factories with breeding stations 

4 The expenditure of about Rs 35 crores on fisheries development 
during die first three Plans was mosdy concentrated on research, 
exploration, training, extension, development of mechanized fishing, 
pisciculture, processing technology, preservation, transport, marketing 
and exports, and led to substantial progress in these directions This 
is reflected in the increase of die average annual production of fish 
from 7 52 lakh tonnes at the beginning of the First Plan to a provi- 
sionally estimated figure of 14 23 lakh tonnes in 1967 

Fourth Plan Programmes 

5 The approach to the development of animal husbandry during 
the Fourth Five Year Plan is broadly similar to that adopted in the 
earlier Plans The proposed schemes aim at improving the quality of 
stock b> propagating superior stocks m selected blocks and villages, 
setting up breeding farms, subsidized distribution of superior animals 
or birds to farmers for breeding purposes, etc There are schemes for 
imparting specialized training in the modern methods of ammal 
husbandry, for the establishment of feed and fodder banks and manu- 
facture of balanced feed at reasonable prices, for the processing of 
produce and for assistance in the marketing of produce Current 
indications arc that production of milk wall increase from 20 million 
tonnes in 1966—7 to 25 million tonnes in 1973-4 Similarly, between 
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1965-6 and 1973-4 production is expected to increase from 35 66 
million kgs of wool to about 38 million kgs, from 125 million kgs of 
mutton to about 140 million kgs and from 4,100 million eggs to 8,000 
million 

6 As animal husbandry has a particular significance as a means of 
adding to the incomes of the weaker sections of the rural population, 
special schemes have been drawn up to assist them in this respect 
Landless families belonging to these sections in the intensive cattle 
development scheme and key village areas are proposed to be provided 
loans against personal sureties and animal security so that they can 
purchase milch catdc and take up milk production In addition, 
special dairy development schemes arc proposed in certain project 
areas such as Tungabhadra, Kosi and Nagarjunasagar where irriga- 
tion facilities arc assured so that farmers may take up animal husbandry 
along with agricultural development Further, about 10,000 farmers 
in different states arc to be covered by a scheme under which each of 
them will be provided a flock of 5 to ao ewes to be maintained on the 
farms, and also assisted with institutional credit for the purpose 
Under another similar scheme, financial assistance is proposed to be 
extended to weaker sections for the purchase of good quality sheep and 
goats A poultry development scheme is also proposed under which 
1 65 lakh families in selected hilly, tribal and backward areas are to 
be supplied 20 to 25 chicks or birds each at 50 per cent subsidy, as also 
fccd-concentratcs at subsidized rates for two years At present weaker 
sections arc being supplied improved birds and housing material at 
subsidized rates in many states Another important poultry develop- 
ment scheme proposed is the establishment of 100 intensive egg and 
poultry production-cum-markcting centres around urban and industrial 
areas This envisages the provision of all inputs, e g , quality stock, 
balanced feed, equipment and tcchmcal know-how, and the organiza- 
tion of co-operative societies which will be provided with financial 
assistance in the form of share capital, loans, managerial subsidy, 
etc 

7 So far as the development of manne fisheries is concerned, 
comprehensive area development schemes are proposed which will 
provide for issue of capital, supply of equipment, approach roads, 
water supply, transport, marketing, and distribution facilities Co- 
operatives, both for production and marketing, will be encouraged 
in areas selected for package development An addition of the order 
of 5,500 mechanized boats to the existing fleet of about 8,000 is con- 
templated While the bulk of these are to be financed by public outlays, 
some will be based on the support of the Agricultural Refinance Corpo- 
ration, commercial banks and other financing institutions These 
apart, 300 medium-sized fishing trawlers are proposed to be operated 
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by private companies or by state fisheries corporations on a commercial 
basis, assisted by loans from various term lending institutions 


Credit Needs and Co-operatives 

8 Our concern m this chapter is with the credit aspects of the acti- 
vity in the sector of animal husbandry and fisheries which, as we have 
seen, is likely to expand substantially m the Fourth Plan As m agri- 
culture, so m these fields of dairvmg, poultry, fisheries, etc , there are 
various processes which constitute the total activitv and are earned 
out b\ different organizations, e g , bv the individual or a co-operatrve 
or a pnvate compam or the State To illustrate, the first stage in 
dairying and milk supply' is that an individual maintains milch cattle 
and makes a certain quantity of milk a\ailable daily' for distribution. 
At the next stage, milk has to be collected and sold, sometimes after 
it is chilled or pasteurized and bottled or after it is converted mto 
certain milk products While the basic activity' of produenon of milk 
is organized on an individual basis, collecuon, transportation, proces- 
sing and marketing has e normally to be organized on a larger scale 
cither bv co-operam cs of the milk producers themseh es or by the State 
or b\ pnvate concerns A new trend m the field of animal husbandry, 
poultry etc., is that, with the increasing urban demand for better and 
more diversified diet than before, and the improving prospects of 
profitable operation of units selling milk, ghee, eggs, fish, etc., pnvate 
agencies are coming up in increasing numbers to undertake large scale 
production or processing and marketing Therefore, in planning the 
credit arrangements for animal husbandry, one has to reckon not only 
with different tvpes of credit needs but also with different types of 
orgamzauons to be financed 

9 The categories of credit are those pertaining firstly' to rnvest- 
ment in animals, birds or equipment (long-term or medium-term), 
sccondh to production (short-term) and thirdly to supply and market- 
ing (short-term) The parties to be financed are, again, di\ ersc, viz , 
either individual cultivators or co-operam e or corporate bodies 
engaged m animal husbandry , those connected with manufacture, 
supph and distnbuUon of catde or poultrv feed, and finallv processors 
of such products into butter, cheese and so on The principles relevant 
for dealing \ nth this entire gamut of expanding requirements are not 
much different from those wluch appl\ to the financing of production, 
investment, supplv and marl cung in the sector of agriculture proper 
The credit arrangements required have, however, to be determined 
with reference to the pattern of orgaruzauon which exists or will 
develop for the supplv, producuon, transport, processing, marketing 
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and other stages of this type of activity As it is on a co-opcrati\c basis 
that the bulk of such activity is to be organized, we shall briefly refer, 
at the outset, to the progress of co-operatives in these fields. 


Animal Husbandry Co-operatives 

10 The advantages of organizing activities connected with animal 
husbandry and similar or related activities on a co-operative basis 
have long been recognized and have formed the basis for the official 
policy of encouraging co-operatives in this sector An important consi- 
deration in this context is that the co-opcrati\ cs constitute an ideal 
medium for channelling the financial or other assistance (eg, in 
terms of extension services) which government wishes to provide to 
the large number of persons engaged in these activities under the 
various development programmes Further, it is the co-opcratn cs which 
arc best suited to help the smaller units engaged in animal husbandry 
as well as those who belong to the backward and weaker sections of 
the rural population by making available to them the benefits of 
relatively large-scale operations in regard to the purchasing of feed, 
fodder and other requisites, as also the processing and marketing of the 
different products. The co-operative organization can offer similar 
facilities in respect of hatcheries for poultry, processing and chilling 
plants, feed mixing units and other types of activity which cannot 
be organized on an individual basis for technical no less than eco- 
nomic reasons Another benefit in terms of large scale operation is 
that the co-operative organization can collect the product from the 
numerous small producers, sell it, if necessary after processing, in the 
consuming centres and thus help them to get a fair share of the price 
paid by the urban consumer Finall), it is only in the working of co- 
operatives that, thanks to the federal pattern of organization to which 
they lend themselves, it is possible to combine both the economics 
of scale and responsn ciicss to local needs and circumstances 

11 Co-opcrati\c activity which has dc\ eloped in this sector is 
largely recent and confined to milk supply, fisheries and, to a smaller 
extent, poultry. A renew of performance in these fields shows that 
there has been a steady increase in the number of such co-opcratn cs 
as well as the \olumc of their operations A second feature which 
emerges is that they lia\c phased an important part, particularh in 
instances such as those of dam co-opcratn cs, in implementing the 
relevant dcsclopmcnt programmes of gosernment The following tab’c 
presents the aggregate data on dam co-opcratn cs which represent 
the major area of progress m this sector, and for which alone 
comparable data arc mailable for the last few \cars 
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Table 1 

Progress or Dairy Co-operatives 

Amounts in laths of rupees 


1960-61 1965-6 1966-7 


Particulars 

Milk 

Unions 

Milk 

Societies 

Milk 

Unions 

Milk 

Societies 

Milk 

Unions 

Milk 

Societies 

(I) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Number 

94 

3,200 

135 

8,062 

135 

8,911 

No of members 

Societies 

2,314 

N A 

6,133 

181 

6,697 

232 

Individuals 

13,214 

N A 

19,381 

6,97,036 

21,869 

6,59,789 

TOTAL 

15,526 

2,38,097 

25,514 

6,97,217 

28,566 

6,60,021 

Milk purchased 

From members 

N A 

N A 

1,202 

1,397 

1,782 

1,906 

From others 

N A 

N A 

19 

38 

47 

97 

TOTAL 

380 

490 

1,221 

1,435 

1,829 

2,003 

Sales 

Mill. 

351 

523 

1,184 

1,719 

1,655 

2,323 

Milt products 

121 

21 

661 

34 

808 

44 

Others 



— 

86 

110 

180 

329 

TOTAL 

472 

544 

1,931 

1,863 

2,643 

2,696 

Loans advanced 

Short term 

N A 

48 

52 

153 

64 

157 

Medium term 

N A 

4 

33 

55 

38 

79 

TOTAL 

28 

52 

85 

208 

102 

236 

Loans outstanding 

24 

50 

76 

298 

96 

310 

Chcrdues 

3 

50 

7 

69 

14 

97 


Source Statistical Statements relating to the Co-operative Movement in India. 


12 The number of primary milk co-operatives rose from 3,200 m 
1960-61 to 8,911 at the end of 1966—7 Their membership increased 
from 2 38 lakhs in 1960-61 to 6 97 lakhs in 1965-6 However, at the 
end of 1966-7, the membership registered a fall to 6 60 lakhs The 
value of milk and milk products handled by them rose from Rs 5 44 
crorcs in 1960-61 to Rs 26 96 crorcs m 1966-7 Development of dairy 
co-operatives was particularly noticeable in the states of Gujarat, 
Kerala, Maharashtra, Tamil Nadu and Uttar Pradesh and the value 
of milk handled by primary milk societies in these five states accounted 
for nearly 94. per cent of the total for all the states Of the 48 fluid milk 
plants in the country in January 1967, 20 were m the co-operative 
sector 

13 Some progress, though modest, has also been achieved m 
recent ) cars in the organization of poultry activity on a co-operative 
basis At the end of i 96 &~ 7 » there were 874 primary poultry societies 
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and 6 poultry unions in the country The primary poultry societies 
had a membership of 38,995 individuals and 600 societies and they 
handled poultry products valued at Rs 79 15 lakhs Nearly 63 per 
cent of the poultry societies were situated in four states, viz , Bihar, 
Maharashtra, Punjab and Uttar Pradesh The progress of co- 
operatives in this field is reported to have been affected primarily by the 
high cost of feed Apart from fisheries until which we deal later, other 
hnes of animal husbandry such as goat breeding, sheep rearing and 
swine husbandry have witnessed little progress in co-operative 
organization 


Pattern of Co-operative Organization 

14 We may briefly refer here to the pattern of organization of these 
co-operatives m view of its bearing on credit arrangements So far as 
the dairy co-operatives are concerned, their present structure consists 
of (1) primary milk producers societies and (11) milk supply unions 
The main objective of the former is to help their members to increase 
their production of milk and arrange for the profitable sale of milk 
and milk products m consuming markets, usually through the latter 
It is relevant to note here that the Government of India advised the 
state governments in 1962 that, ordinarily, where a village service co- 
operative was functioning satisfactorily, no separate milk producers 
co-operatives need be organized and that the -work of milk collection 
and financing of members should be entrusted to the milage service 
co-operatives While agreeing with this suggestion, the Working Group 
on Animal Husbandry and Dairying Co-operatives set up by the 
Union Ministry of Food and Agriculture (Department of Agriculture) 
m 1962 recommended that, where no effective village service co- 
operatives existed, or where there was concentration of milk producers 
whether or not they be cultivators, separate milk producers co- 
operative societies should be organized subject to the condition that such 
societies should be economically viable units Among the suggestions 
made by this Working Group for the promotion and development 
of co-operatives in the dairy industry were the following 

( l ) government schemes which had not been taken up for imple- 
mentation and schemes which might be sanctioned in future, should, 
as a matter of general pohey, be entrusted to co-operative milk 
supply unions for implementation , 

(») a phased programme should be drawn up to transfer the milk 
schemes run by the government departments (except large ones in 
Bombay, Calcutta and Delhi) to co-operative milk supply unions ; 
and 
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(tii) the government should adopt a positive policy of giving pre- 
ferential treatment to co-operatives in the licensing of additional 

capacity for manufacture of milk products 

15 As stated earlier, the integrated development of the other 
animal husbandry activiues such as poultry, rearing of sheep, goats 
and pigs through co-operatives has not yet made much progress The 
Working Group on Animal Husbandry and Dairying Co-operatives, 
referred to earlier, had recommended the organization of functional 
co-operauves for the development of these activities and also proposed 
various types of assistance for the purpose For the development of 
poultry, the Working Group had suggested that separate poultry 
farmers co-operatives should be organized subject to their being 
economically viable Their main function would be to provide techni- 
cal assistance and guidance, credit, common facilities like supply of 
feed, central hatcheries, marketing of poultry and poultry products 
It was also suggested that the primary poultry societies should be 
federated into a state level organization, which, besides co-ordinating 
their acUvitics could help in arranging the supply of equipment, 
machinery and stores needed by them For the development of co- 
operatives in the piggery industry, the Working Group proposed 
special financial assistance and supply of boars and sows at subsidized 
rates The Group also recommended organization of sheep and wool 
co-opcrativcs to cover every phase of activity of production and market- 
ing, including primary wool marketing societies for the collection and 
grading of wool and for the provision of production credit to their 
members to be deducted from the final wool price payable to them. 
Each of the latter was to cover a compact area and a sheep population 
of about 45,000 to 50,000 Its membership was to include service co- 
operaUvcs in the area and also individual sheep breeders 

Fishery Co-operalnes 

16 There arc at present various types of co-operatives in the country 
which provide credit and supply fishery requisites to fishermen and 
also organize production, processing and marketing of fish Their 
sti ucturc consists of the primary fishermen’s societies at the base with 
individual fishermen as members, district or central federations to 
which these primaries arc affiliated, and in some states, apex level 
bodies to co-ordinate their functions and undertake large scale opera- 
tions Maharashtra is one of the states in which progress has been 
made by co-operative fisheries with the apex orgamzaUon playing a 
prominent role in supply as well as marketing functions Table 2 gives 
the progress of fisheries co-opcrativcs during the period 1960-61 to 
1966-7 
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Table 2 

Fisheries So cie t ie s 

Amounts m laths of rupees 


Particulars 


1960-61 

1965-6 

1966-7 

(1) 


(2) 

(3) 

(4) 

Number 


2,355 

3,338 

3,483 

No of members 


2,40,435 

3,47,865 

3,61,874 

Sales 


106 75 

400 68 

706 40 

Loans advanced 


34 97 

81 25 

73 64 

Loans outstanding 


54 93 

119 50 

125 01 


Source Statistical Statements relating to the Co-operative Mo\ement in India 


The number of fisheries societies increased from 2,355 in 1960-61 
to 3,483 as at the end of 1966-7. During the same period, the member- 
ship of these societies increased from 2*40 lakhs to 3 62 lakhs and the 
value of sales rose from Rs 106*75 lakhs to Rs 706 40 lakhs Despite the 
increase in membership which is reported to have constituted nearly 
one-third of the working fishermen m the country as at the end of 
1965-6, the volume of fish handled by them was estimated to be only 
5 per cent of the total catch Perhaps one of the reasons for the poor 
performance of these societies in regard to marketing is that most of 
them owe their ongm to the programmes for financial assistance 
instituted by state governments for the purchase of fishery requisites 
and for the repayment of loans taken by fishermen from the middlemen 
Although marketing activities have subsequently been taken up by 
these societies, they still remain primarily societies for the supply of 
credit There is also reason to believe that the benefits of co-operative 
organization have gone, in many instances, to middlemen who domi- 
nate these institutions 

17* A Working Group set up by the Government of India in 1962 
found that fisheries co-operatives were organizationally weak and 
lacked adequate financial and technical support and that production, 
storage and marketing were being dealt with by them m isolation and 
not in an integrated manner Among the measures suggested by the 
Group for the development of fisheries co-operatives were revitalization/ 
reorganization of societies on the basis of actual needs, finking betrw een 
tlie provision of credit facilities to primary societies and marketing 
through federations, and an amendment of the Resen e Bank of India 
Act to facilitate provision of credit facilities to these co-operati\ es 
The Group also recommended that 50 per cent of fish production during 
the Fourth Plan as then contemplated might be achie\ed m the co- 
operative sector by channelling a proportionate share of funds from 
the plan outlays on various schemes through co-opcratncs 



864 ANIMAL HUSBANDRY AND OTHER ACTIVITIES 

18 The credit needs of fisheries are diverse and growing Funds 
are required not only for the purchase of fishing boats and fishing nets 
and for the fixing of the navigation equipment, but also for purposes 
connected with marketing such as construction of cold storages, pur- 
chase of trucks and construction of processing plants for canning and 
freezing With the increasing emphasis on the mechanization and 
commercialization of this industry, the demand for credit is on the 
increase In the absence of any significant supply of institutional 
finance or extensive organization on a co-operative basis, the industry 
is largely controlled by the fish merchants who are also moneylenders 
It is the indebtedness of the fishermen to these middlemen and their 
obligation to sell the catch through them at a stipulated price that is 
proving to be a major handicap m the working of fisheries co- 
opcratn es Though the state governments under various schemes have 
sought to help the fishermen, particularly where they are organized 
on a co-operative basis, there is, at present, large scope for participa- 
tion, in this task, by other agencies such as the commercial banks The 
availability of refinance facilities from the Agricultural Refinance 
Corporation is another feature which should attract commercial banks 
to this business Some beginnings have already been made in this 
regard The State Bank of India, for example, has provided a substan- 
tial volume of credit to fishermen m parts of Maharashtra against the 
security of mechanized boats and has plans to provide similar assis- 
tance at certain centres in Kerala Co-operatives, where they exist, 
are still weak and, in most cases, can only supply a few of the fisher- 
men’s requirements but not boats for which dependence on the 
mcrchant-cum-moneylendcr continues It is clear, therefore, that the 
existing fisheries co-operatives have to be revitalized and developed, 
particularly with marketing and processing acUvities being under- 
taken in co-ordinauon with the other functions At the same time, 
there is need to encourage the flow of institutional credit from the 
commercial banks to finance both fisheries co-operatives and the 
fishermen who arc outside their fold 


Conditions for Successful Co-operative Organization 

19 Co-operative organization is admittedly suitable for animal 
husbandry and allied acUvities but its successful functiomng depends 
\cry much on certain basic conditions being met These arc equally 
essential for attracting institutional finance Firstly, the establishment 
of such functional co-operatives should be preceded by, and based on, 
an lmcstigation into all the factors which have a bearing on their 
inability in operation, for these co-operatives cannot be set up on the 
basis of a unnersahty of service like agricultural credit societies 
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Secondly, there has to be a technical appraisal of these factors includ- 
ing physical resources and marketing possibilities Finally, it has to 
be realized that production, processing and marketing are business 
functions of which technical and economic aspects cannot be ignored 
Management has, therefore, to be knowledgeable and alert on this 
account and command the benefit of competent technical advice from 
suitable staff to be employed by the co-operative itself or from those 
available with other agencies like government It is only if a co- 
operative unit satisfies these criteria in respect of its organization and 
functioning that it can hope to raise institutional credit and put it to 
fruitful use It appears to us that it is in these basic aspects of their 
working rather than in obtaining tiic credit needed from banks, etc , 
that these functional co-operatives have been handicapped It is, 
therefore, necessary to ensure that the organization and working of 
animal husbandry co-operatives arc based on principles of sound and 
efficient business including, among others, emphasis on their potential 
inability 


Credit Needs 

20 As we indicated earlier, the ciedit requirements for activities of 
animal husbandry and fisheries can be broadly classified as under 
(1) long-term finance for establishing processing units, creamenes, 
pasteurization plants, investments on buildings, plant, machinery, 
hatcheries and other breeding equipments, mechanized boats, etc , 
(n) medium-term finance for the purchase of hvestock for replace- 
ment, strengthening or addition to herds of cattle, buffaloes, goats, 
sheep, pigs, etc , purchase of testing equipments, feed-mixers, 
measures, etc , the cost of which may not justify long-term loans, 
construction of poultry houses and sheds for keeping the ammals, 
purchase of nets for fishing, etc , and 

(lit) short-term loans for meeting working capital requirements 
connected with purchase of feed, payment of wages and salaries, 
purchase of diesel oil for runmng mechanized boats, distribution and 
marketing activities, etc 

21 It is difficult to generalize in regard to the credit requirements 
of animal husbandry as these differ both in nature and dimensions 
from one type of activity to another and one type of organization to 
another Where the operations arc carried on by individuals on their 
own and on a limited scale, as when a cultivator keeps a cow or some 
poultry, credit may not be specifically needed for meeting the expenses 
on feeding them, etc , partly because the expenses are low, and partly 
because outlays and income may be more or less continuous Similarly, 
where there are two cows with one in milk all the time, the current 
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outlays can probably be met from current incomes leaving bttle need 
for credit. E\ en for breeding purposes, e g , sheep and pigs from existing 
stock, no large outlays calling for credit seem necessary except for 
animals like bullocks or milcb animals which need stall-feeding 
Replacement of stock will also call for credit though a short-term loan 
may often suffice except for those who want to enter such business for 
the first time and may need a term loan of three to fit e years kVhere the 
operators of animal husbandry do not carry on this business individually 
but organize themseh es under a project run on a co-opera tn e or State 
basis, initial 1m estment will has e to be substantial, both on account of 
the animals or birds which has e to be acquired to start with and also on 
account of the common facilities is Inch have to be built up It is in 
connexion with these that operation through functional co-operatL\ es 
may be found substantially attractive Such co-operatives can be 
federated into higher level institutions and should hence be m a 
position to help the cultivators with a package of services w hich may 
include supply , sale and credit It is necessary', how ev er, to ensure that 
these operations are all related parts of a well organized project which 
has been formulated with due consideration for technical feasibility 
and economics of profitable working It is m this context that we 
attach much importance to ad\ antage being taken of the project 
finance a\ailable from the Agricultural Refinance Corporation 

Government Finance 

22 In the initial stages of development of the activities of animal 
husbandly on an organized basis, the bulk of their credit requirements 
was being met by go\ ernment. 'With the expansion of co-operative 
activate in this sector, however, the need to arrange institutional 
finance has acquired considerable urgency and importance Even so, 
as the demand for credit is large and institutional finance will take 
time to organize, gov ernment finance continues to be required The 
Working Group on Animal Husbandry' and Dairying Co-operatives 
(1962) which examined this question, suggested that credit facilities 
might be provided to these co-operativ es by government for \ anous 
purposes For instance, the Group recommended that the go\ ernment 
should assume responsibility for financing the block capital require- 
ments of co-opcrativ cs connected with dairying, poultry', piggery and 
shcep-rcanng since there was no other agency' to meet these require- 
ments It is on similar considerations that assis tance by way of loans 
features m various animal husbandry' schemes, as for instance, go\ ern- 
ment loans to small farmers for purchase of milch cattle and to parti- 
cipants in the scheme for forming clusters of specialized dairy' farms 
and under v anous programmes for the development of poultry and 
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fisheries W'c recommend that suitable pro\ision be made for govern- 
ment assistance on tins account, especially to meet block capital needs, 
pending progress towards the increased flow of institutional credit to 
this sector. 


Rri IN ANTING 1'aoiiitifs 

23 The institutional agencies from which credit or refinance facilities 
for animal husbandry, dairying and fisheries arc available arc the 
Rescia c Bank, the Agricultural Refinance Corporation, the co-operative 
banks and, to a limited extent, commercial banks The Reserve 
Bank can provide short-term finance for animal husbandry activities 
under Section i7(2)(b) of the Reserve Bank of India Act and medium- 
term loans under Section 17 (jAA) read with Section 46A(g)(b) of 
the Act 1 he former can be advanced for financing animal husbandry 
activitv only if it is undertaken jointly with agriculture Medium-term 
loans arc, however, not smularlv restricted as they can be given for 
such purposes connected with agricultural activities as the Central 
Board of the Bank mav determine 1 mancial accommodation under 
these two provisions is it present allowed by the Reserve Bank only for 
the purchase of milch cattle and poultry farming among various types 
of animal husbandry' activities No medium-term loans arc being 
granted for this purpose to nou-agncullurists by the Bank, though as 
stated earlier, such loans arc permissible under its statute 

2; Two important problems which arise in this connexion relate 
to. (1) the manner in which eligibility for a medium-term loan for 
milch cattle may lie determined with reference to repaying capacity , 
and (11) the agency through which medium-term loans for this purpose 
mav be channelled 


Repaying Capacity 

2 3 So far as the first of these is concerned, it is recommended by r the 
Reserve Bank that, ordinarilv, the eligibility for anv medium-term 
loan to a cultivator should be determined only on the basis that the 
annual instalment should be within one-sixth of the value of annual 
gross produce from his cultivation operations assumed at the traditional 
plane of technology. 1 lie anticipated increase m income following the 
investment can be taken into account only where it can be scientifically 
assayed Tins has meant, in practice, that even the medium term loan 
for purchase of milch cattle has to be fitted within the repaying capacity 
of tlic borrower as determined with reference to traditional agriculture, 
despite the fact that this investment adds to Ins income in every ease. 
The main reason for the reluctance to take this additional repaying 
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capacity into account is that it is capable of being arbitrarily inflated 
with a view to providing the basis for a large loan It is considered 
that, in view of the uncertainties connected with income from milk, 
e g , m regard to the arrangements for its marketing and the use made 
of its sale proceeds, a credit agency cannot proceed on the basis that 
this income will be available for the repayment of the loan for milch 
cattle However, this difficulty will not present itself if there is an assured 
arrangement for transport and sale and the marketing agency recovers, 
from the payments to be made for the milk, the loan instalments due 
to the credit agency We, therefore, suggest that without any general 
relaxation of the principle now adopted, an attempt should be made, 
wherever possible, to see that the mcome from milk is also taken mto 
account m the computation of a borrower's eligibility for a medium- 
term loan for the purchase of cattle It is hardly likely that the land 
base of the small cultivator lvill suffice to provide such eligibility 
The -whole rationale of giving him this subsidiary occupation to 
supplement his income from agriculture is based on the assumption 
that farming alone cannot sustain the levels of income and investment 
which he requires It will, therefore, be hard enough for him to find 
within this restricted definition, adequate repaying capacity for invest- 
ment m agriculture proper, e g , sinking of a well and the installation 
of a pumpset To expect even the instalments of the loans for milch 
cattle to be fitted into repaying capacity as thus viewed is clearly 
unrealistic We, therefore, suggest that, wherever possible, credit 
agencies should take advantage of the available government machinery 
connected with extension or administration m the field of animal 
husbandry and ascertain the probable additions to the income of the 
cultivator vhich may result from investment of this nature and also 
devise suitable arrangements for the marketing of milk and prompt 
repayment of the loan taken for this purpose 


Financing Agency at Primary Level 

26 The qucsUon of the appropriate agency for providing credit for 
the purchase of mdeh cattle has been under debate for some time The 
alternatives are the primary agricultural credit society and the milk 
supply society The considerations m favour of the former are well 
known Firstly, the prospects of the primary agricultural credit society 
growing into a viable umt, which is a major aim of accepted policy, will 
suffer if the a\ailable credit business is spht up between two or more 
credit agencies operating in the same area Secondly, since milk 
production is often earned on in conjunction with farming and the 
sccunty consists pnmanly of land, the agncultural credit society is 
better equipped to provide medium-term loans for the purchase of 
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of the agricultural credit society that loans for milch cattle should 
ordinarily be provided only through it Further, if all the economic 
acuvitics undertaken by the cultivator are financed by a single agency, 
there is a better chance of his repaying capacity being properly assessed, 
his security being used to the best advantage and avoiding the danger of 
duplication of credit We cannot, however, ignore the fact that agri- 
cultural credit societies in different areas of the country are at present 
weak and cannot meet this responsibility It is important that the 
development of dairying under a suitably integrated project should not 
be allowed to suffer because credit support is, m such circumstances, 
lacking We, therefore, agree that m the instances specified m the 
decisions of the Standing Advisory Committee referred to earlier, the 
financing of cultivators by the milk supply societies for the purchase of 
milch cattle should be permitted as a transitional arrangement We 
take a similar view elsewhere in ruling out the provision of production 
credit by marketing and processing societies as a general rule but 
considering it permissible in areas where agricultural credit societies 
cither do not exist or are not m a position to provide credit, as a transi- 
tional arrangement, till such societies are rehabilitated and sufficiently 
strengthened While under the present policy of the Reserve Bank, 
channelling of loans for milch cattle through milk supply societies is 
permitted only where the dairy development project is a co-operative 
one, we recommend that this concession be extended even to projects 
in which the pasteurization, processing and marketing of milk and milk 
products arc undertaken by a private or government agency, provided 
the provision of credit and collection of milk are organized on a co- 
operative basis We are anxious that credit should not be the bottle- 
neck where it has to be provided to the cultivator as part of a larger 
effort to increase his production and the collection, processing and 
marketing of such production to his best advantage While the imple- 
mentation of the programme which we have suggested in Chapter 1 5 
for the reorganization of the co-operative credit structure at the primary 
lc\el should enable it, in due course, to take care, among others, of the 
credit requirements for the purchase of milch cattle, the transitional 
arrangement suggested here would adequately meet the immediate 
needs arising from any dairy development project 


Reserve Ban k Finance for Other Activities 

-9 The Reserve Bank has so far decided to provide refinance only 
for purchase of milch cattle and poultry farming The extension of 
similar facilities for the financing of the other animal husbandry acti- 
viUcs such as sheep rearing and piggery has not been taken up presu- 
mably because these activities have not developed to any significant 
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extent and it is felt that, at the present stage of development, their 
financial needs can be adequately met by the co-operative banks from 
their own disposable resources As we have pointed out earlier, there 
has been, during the three Five Year Plan periods, a considerable 
growth in the animal husbandry activities During the Fourth Plan, 
a further rapid expansion is expected, not only in the development of 
milch catde and poultry farming, but also in other animal husbandry 
activities such as sheep and goat rearing, pig breeding, etc The fishing 
industry, inland and marine, which has already made considerable 
progress, is also likely to expand further The development of these 
activities will need considerable credit support from institutional 
agencies, though it may take some time before suitable, business-like 
schemes are forthcoming to be operated by efficient organizations 
which can be counted upon to handle these funds prudently and 
profitably. We would suggest that, on the analogy of co-operative 
marketing and processing, the co-operatives engaged m these activities 
should not hesitate to seek recourse to accommodation from the com- 
mercial banks without violating the discipline of co-operative credit, 
e g , by obtaining the Registrar’s prior permission We, therefore, expect 
that the co-operative and commercial banks will be increasingly called 
upon to meet the emerging credit needs not only of the agriculturists 
undertaking mixed farming but also those of non-agnculturists exclu- 
sively taking up animal husbandry activities We are of the view that 
the development of this activity is of sufficient importance from the 
point of view of the national economy to justify provision of refinancing 
facilities by the Reserve Bank to supplement the resources of co- 
operative and commercial banks whenever the pressure of demand for 
funds on them is strong and urgent As we have said earher, the Bank can 
at present provide medium-term finance for ammal husbandry activities 
to agriculturists as well as to non-agncultunsts, if its Central Board 
considers such activities as allied to agriculture Short-term loans on 
the other hand, can be provided by the Bank for such purposes only to 
agriculturists who undertake mixed farming We are of the view that 
a more specific provision is necessary for enabhng the Bank to undertake 
the financing of these activities by both agriculturists and non- 
agnculturists and irrespective of whether such activities are considered as 
allied to agriculture We, therefore, recommend that the Reserve Bank 
of India Act may be amended suitably so as to enable the Bank to 
provide refinance facilities for short-term and medium-term purposes, 
irrespective of whether these activities are taken alongside agriculture 
We also suggest that, similarly, a specific provision may be made in the 
Act to enable the Bank to provide refinance to the fishery industry, 
as it is not beyond doubt whether the existing statutory provisions can 
permit the Bank to undertake this function 
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Facilities of the Agricultural Refinance Corporation 

30 The Agricultural Refinance Corporation is at present giving 
refinance fatalities to co-operative and commercial banks m respect of 
both medium-term and long-term credit advanced for the development 
of poultry far min g, fisheries and dairying In the case of dairy develop- 
ment, the Corporation prefers schemes which envisage a definite 
increase in the production of milk and deal, as far as possible, m an 
integrated manner isnth all the essential aids required for such pro- 
grammes Financial assistance from the Corporation is available for 
all items of capital expenditure involved such as the cost of chilling 
and pasteurization plants, the necessary buildings, milking sheds, feed 
units, vehicles necessary for collection of milk, equipment such as cans, 
milk testing equipment, measures, etc Medium-term loans for the 
purchase of milch cattle under the scheme can be given to both non- 
agncultunsts, 1 e., professional milkmen and agriculturists wherever 
they do mixed farming activities It has also been stipulated by the 
Corporation that in so far as finance for the purchase of milch cattle 
is concerned, the ultimate borrower, whether he is an agriculturist 
or not, should obtain his requirements only from the primary agri- 
cultural credit society except in cases where finance for the purpose 
is allowed through the milk supply societies by the Reserve Bank 

31 Since professional milkmen who are not able to offer any 
tangible security will also be refinanced by the Corporation for the 
purchase of milch cattle, the Corporation has made the suggestion 
that the state government should contribute to the share capital of 
the primary agricultural credit societies to the extent of 40 per cent of 
the financial outlay involved m loans to be advanced for this purpose 
both to agriculturists and non-agncultunsts The ultimate borrower 
will be required to make a contribution of 1 7 5 per cent of the loan 
amount to the share capital of the primary agricultural credit society 
In so far as the dairy equipment and other capital expenditure on the 
scheme is concerned, the milk supply union will be financed to the 
extent of 50 per cent by the Corporation and the balance may have 
to come from the state government 

32 Schemes for the development of poultry farming, to be eligible 
for refinance from the Corporation, should aim at increased production 

eggs by rearing of layers and/or increased production of poultry 
meat by rearing of broiler birds Refinance facilities are available for 
(a) poultry sheds and buildings including brooder houses, ( b ) equip- 
ment and machinery' for grading of eggs as well as those for hatchery, 
(c) purchase of one day old chicks, {d) cost of feed stuffs and such other 
" orbing capital requirements up to the laying stage and for a reasonable 
period thereafter, if necessary', (r) refrigerated earner vans, and (f) 



REFINANCING FACILITIES 873 

plant and machinery for dehydration of eggs and manufacture of egg 
powder The scheme could be implemented by an individual, a com- 
pany, a partnership firm or a group of individuals or a co-operative 
societt 

33 As for marine fisheries, the Corporation has invited schemes 
which represent integrated projects involving the supply of mechanized 
boats, nylon nets, fishing tackle, etc , and the setting up of processing 
units such as lcc-cum-frcczing plants, fish meal plants, canning units, 
etc The scheme could be implemented by a single individual, a com- 
pany, a partnership firm, a group of fishermen in a compact area, or 
a fishermen’s co-opcrati\c society Refinance facilities arc available 
from the Corporation for (a) provision for supply of mechanized boats 
and other equipments like nylon nets, fishing tackle, ( b ) ice plant, 
cold storage and deep freeze units, and (c) processing activities like 
lamination and canning 

34 The following table gi\cs details of the animal husbandry 
schemes so far sanctioned by the Corporation 

Table 3 

Animal Husbandra Schemes Sanctioned b\ the Agricultural Refinance Corporation 

(As on 30 June 1969) 

Amounts in lakhs of rupees 


Type of Scheme 

J\o of 
Schemes 

Total 

Financial 

Outlay 

Corporation s 
Commitment 

Loans Dra.cn 
from! 
Debentures 
Subscribed 
to by 

Corporation 

(i) 

( 2 ) 

(3) 

(4) 

(5) 

Poultry farming 

5 

50 

44 

1 

Fisheries deselopmcnt 

5 

310 

177 

56 

Daur> desclopmcnt 

1 

83 

30 




35 It is our view that, so far as the development of animal husban- 
dry activities arc concerned, the critical bottleneck is not credit so much 
as the building up the infra-structure comprising marketing, processing 
and storage facilities, construction of good roads and other measures 
for the quick transport of products from the production areas to the 
consumption centres Animal husbandry activities are normally earned 
on in the villages far away from the consuming centres and the scale 
of operations is generally small Their products may not command a 
ready market and, as such, do not fetch such remunerative pnees at the 
place of production as they might at consumption centres Further, 
most of these products being of a perishable nature, facilities for cold 
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storage, c hillin g and processing are required for their preservation 
before marketing For the proper de\ elopment of these activities, 
therefore, an integrated scheme is needed under which all the required 
facilities will be provided on a co-ordinated basis Such schemes will, 
therefore, hate to be undertaken m compact areas which have 
reasonable prospects for the dev elopment of these activities and for 
increasing the levels of production As credit has to be dispensed to 
the accompaniment of these various services and supplies m an inte- 
grated manner, is e consider that the most fruitful lines of dev elopment 
are those concerned with schemes of the type which the Agricultural 
Refinance Corporation is prepared to refinance and hence recommend 
that state go\ emments and financing institutions help to formulate 
schemes on these lines for the integrated development of animal 
husbandry, fisheries and other activities 

Xeedfor Efficient and Viable Units 

36 We has e stated earlier that the bulk of the financial requirements 
of animal husbandry' and fisheries activities has so far been met 
bv government either as loans or subsidies As a result of the 
various schemes implemented during the last three Plans, there has„ 
been considerable dev elopment of these activities and, in many parts 
of the country' today, they arc being increasingly adopted as economic 
and profitable lines of production. We feel that a stage has now been 
reached when the dependence on go\ ernment for financing these 
activities will ha\ e to be gradually reduced and some positn c efforts 
made to tap institutional sources of credit not only because credit 
needs arc increasing but also because gov ernment might not be able 
to find the resources for the purpose We trust that the availability of 
refinance from the Reserve Bank of India and the Agricultural Re- 
finance Corporation on a flexible and liberal basis as proposed by us 
will help induce co-operative and commercial banks to evince greater 
interest m meeting the credit needs of this sector Refinance, how e\ er, 
can onl} help to a limited extent and onl) in so far as the limitation 
is that of resources The more important need is for the co-operative 
and commercial banks to equip themselves to deal with this type of 
business which is on the increase 

37 ^Vhat can be done bv the banks will no doubt depend, as we 
hav e stated earlier, on the satisfactory organization of the activities in 
this sector from v anous points of view , eg, av ailabihty of supplies, 
inv cstment in capital, equipment, superior buds, animals, arrange- 
ments for marketing of the resulting produce and so on We have not 
gone into the problems of each type of co-operativ es in these fields 
such as co-opcratives of poultry , fisheries and piggery, as the available 
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experience is limited. We would emphasize that the activity to be 
financed should have all the characteristics of good business In con- 
nexion with any proposition which comes up for institutional financing, 
it is important to ensure that its technical feasibility and economic 
viability arc properly investigated, that those supphes and services 
which arc essential for the implementation of the project are definitely 
forthcoming and that at different levels — whether it be at the indivi- 
dual operator’s level in the matter of how the animals or birds are 
being maintained, fed and attended to or at the stage of processing 
or packing or transporting as the ease may be — there is proper super- 
vision with a view to ensuring optimum productivity and profitability 
for the entire project The financing institutions may not be m a 
position to employ their own technical staff for dealing with various 
types of animal husbandry activities and scrutinizing and pursuing 
such schemes 'While placing reliance on such technical organization 
as is available with the functional co-operatives concerned or with the 
private processing organizations or with the departments of state 
governments, the banks should gradually develop sufficient expertise 
on their own which can help them evaluate schemes of this nature and 
watch their progress critically on the basis of the technical surveys by 
professional experts Both the co-operative and commercial banks are 
relatively new to this line of business and have, therefore, to find their 
way watchfully 

38 We would also emphasize that, in several instances, the package 
approach will be necessary if successful operation of the proposals is 
to be ensured In other words, not only has credit for different cate- 
gories to be co-ordinated, 1 c , block capital for machinery, working 
capital for running expenses and so on, but there has also to be inte- 
gration of different services such as supply, production and marketing 
There will have to be competent management on the one hand, and 
co-ordinated arrangements on the other, for all these related functions 
to be satisfactorily organized The successful working of the Kaira Milk 
Producers Co-operative Union illustrates the possibilities in tlus field 
and also the types of problems to be tackled Most of the co-operatives 
in this sector are likely to be small units with relatively simple functions 
Stall, provision of credit to them cannot be really fruitful unless it is 
possible to ensure the technical and administrative competence of the 
management, economic viability of the scheme and soundness and 
operational efficiency in its implementation 



CHAPTER 31 

CREDIT FOR DISTRIBUTION AND MARKETING 

Intensive application of chemical fertilizers and other non- 
traditional inputs is an important element of the new agricultural 
strategy under the Fourth Plan It is necessary that the inputs should 
be available to the cultivator at the right tune, m adequate quantities 
and at a convenient retail pomt If the distribution arrangements are 
to satisfy these conditions, adequate institutional credit has to be 
available on reasonable terms for financing the stocking and move- 
ment of these supplies The need is, therefore, to find the appropriate 
institutions, the required funds and suitable techniques for financing 
co-operative and other institutions which are engaged m the distri- 
bution of fertilizer, improved seed, pesticides, etc , so that they may 
undertake this business on a progressively expanding scale It is with 
some aspects of this problem that we deal in the first half of this chapter 
before we go on to consider in the second half problems connected 
with credit for the marketing of agricultural produce by co-operative 
insQtutions In this connexion, we may point out that a large number 
of these institutions undertake both the supply of inputs and the mar- 
keting of produce and for them, therefore, similar issues arise in both 
the contexts, e g , the question of margins, the organizational improve- 
ment on which eligibility for institutional finance depends, the need 
for strengthening own resources so as to meet their margin money 
requirements, etc It is also to be noted here that the financing of the 
activities of distribution and marketing is not a type of lending to 
which commercial banks are new for they have always met such 
requirements of private trade The new elements in the situation are, 
(i) the steep mcrease which is expected m the scale of these operations, 
(tt) the likelihood of a large number of new retailers, co-operative and 
other, entering these lines of business, and (m) the significant role played 
by the co-operative and state agencies m these two sectors We would 
also refer, at this stage, to the fact that the various problems pertaining 
to fertilizer credit were gone into only recently by the Fertiliser 
Credit Committee (1968) appointed by the Fertiliser Association of 
India Wc do not, therefore, propose to deal mth the credit for distri- 
bution of inputs in any elaborate detail and shall only attempt a brief 
renew of the present position and the main problems faced in this field. 

Distribution Credit 

2 It is not necessary for our present purpose to give here the data 
on recent trends in the use of fertilizer, improved seed and pesticides 
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m the country and the increase expected in the next few years, beyond 
those which we have already presented in Chapters 3 and 4 We 
shall only emphasize the pomt that the rise which is likely to occur 
is not only very large but also extremely steep as projected over the 
next three or four years The implications of this trend are far-reaching 
from the pomt of view of the ability of the banking institutions to meet 
the emerging credit needs and of the distributing agencies to handle 
the quantities and command the credit mvolved Illustratively, it 
may be mentioned that the demand for fertilizer is expected to go up 
from the estimated level of about 19 lakh tonnes in 1967-8 to nearly 
66 lakh tonnes m 1973-4, the area covered by plant protection measures 
from an estimated 36 million hectares to 80 million hectares and the 
area under high-yieldmg varieties of seed from 8 5 million hectares 
on the eve of the Fourth Plan to 24 1 million hectares by the end of 
1973 - 4 * 

Some General Considerations 

3 In considering the distribution credit arrangements to be made, 
we would like to refer, at the outset, to a few elements of the existing 
situation and objectives of future pokey Firstly, it is clear that the 
special arrangements under which government provided credit, by 
way of consignment or otherwise, for financing distribution of agri- 
cultural requisites cannot continue except to a limited degree and that 
credit facilities for these purposes should therefore be progressively 
institutionalized This would require, so far as the lending institutions 
are concerned, that they are able to find resources of the order being 
earlier provided by government and even more, to meet the larger 
needs From the pomt of view of the distributing agencies — co- 
operative or other — the implications of the switch-over to institutional 
finance are two-fold. On the one hand, they have to build up oivn 
resources to provide the margin money required for hypothecation 
or pledge limits On the other, they have to strengthen their staff 
and improve their operational efficiency m matters like custody of 
stocks, business-like methods of working and operation on credit 
limits, compliance with the stipulated margins, furnishing of stock 
statements to the banks and so on. 

4 Secondly, as the total quantities to be handled are likely to 
mcrease substantially and within a very short period of time and in 
view of the probability that there will be an increasing spread of the 
distribution network, a number of retailers — co-operative and private 
— are likely to come up who are not in a position to provide the 
margins normally insisted upon by banking institutions. The proposal 
of the Government of India to set up a Fertilizer Credit Guarantee 
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Corporation, as recommended by the Fertiliser Credit Committee, 
is a recognition of the need which is felt for some arrangement to 
guarantee the banks m respect of credit extended to such parties against 
reasonably low margins till these retailers improve their creditworthi- 
ness and the banks get used to financing their distribution activity 

5 T hir dly, it appears likely, for more than one reason, that com- 
mercial banks may hav e to meet a significant part of the credit needs 
on this account As we have stated earlier, this is a type of business 
to -which they are already used Further, these banks are seeking to 
play an active role in financing the agricultural sector Above all, 
the deposit resources of the co-operative banks are, in many cases, 
inadequate for these purposes However, as we ha\e pointed out m 
Chapter 23, is here the co-opera ti\ e banks are comfortably placed in 
regard to funds, they should find it remunerative to finance distribution 
and other non-credit activities 

6 So far as accommodation from the Resen e Bank is concerned, 
it is arguable that, ordinarily, except m the busy season, access to the 
refinancing facilities from the central bank for financing what are 
essenually commercial transactions should be discouraged as poten- 
tially inflationary in its impact IVhatever be the 1 ahdity of this view 
as a general proposition, it has to be appreciated that the expected 
increase in the demand for credit for distribution of inputs is so sudden, 
steep and substantial that the banking system may not be able to 
meet these requirements wholly from its own resources This may 
prove possible only later when, as is expected, the deposit resources 
are stepped up appreciably as a result of larger mobilization of savings 
from grossing agricultural incomes Meanwhile, refinancing facilities 
on appropriate terms would be necessary from the Resene Bank 
and from the Fertilizer Credit Guarantee Corporation after it is 
established 

7 Finally, we would like to emphasize at this stage that it is 
difficult to make precise estimates of the probable requirements of 
distribution credit It is true that the Fertiliser Credit Committee 
(1968) made certain estimates But admittedly, these lvere merely 
intended to illustrate the order of requirements likely to emerge 
There is considerable unpredictability m regard to the probable 
dimensions of the demand for different kinds of fertilizer as also 
of other inputs, just as there is uncertainty in regard to the adoption 
of \anous improved practices and the availability of irrigation faci- 
lities or timely and adequate rams on which such demand depends 
Similarly, there are -various uncertainties on the supply side Then 
again, apart from price -variations which cannot be ruled out, there 
is the whole problem of ascertaining the relative shares of the co- 
operative and other agencies in the total activity of distribution 
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There are so many imponderables involved m this whole exercise that 
we would hesitate to undertake any elaborate projection even in the 
hght of the data which have become available subsequent to the 
submission of the report of the Fertilizer Credit Committee To il- 
lustrate, it may be recalled that the Committee had based its estimate 
of the probable handling of fertilizers by the co-operative agency on 
the estimates of short-term loans issued by the co-operatives at the end 
of 1970-71, assuming that a particular proportion of the total credit 
would be in the form of fertilizer Having arrived at the share of sales 
by co-operatives on this basis, the Committee assumed that the balance 
would be handled by the private distribution agencies This method 
of estimation is subject to certain obvious limitations For one thing, 
it is known that substantial cash sales take place even in the co- 
operatives. For another, neither the quantum of co-operative short-term 
agricultural credit in 1973-4 nor ^e proportion which fertilizer and 
other kind components might constitute of this total can be precisely 
estimated at this time For all these reasons, it will be more appropriate 
to review these trends from year to year as the demand for, and avail- 
ability of, the various inputs take shape, though well in advance of 
the season It is against the background of these general considerations 
that we shall now try to review briefly the existing arrangements for 
distribution credit and the likely trends m so far as these can be 
foreseen 

Existing Distribution Arrangements 

8 Co-operatives account for the distribution of the bulk of the ferti- 
lizers m the country, and their share of the total was as large as 72 
per cent in 1 965-6 This had resulted mainly from the fertilizer policy 
followed by the government till September 1966 under which all 
available nitrogenous fertilizers were pooled in the Central Fertilizer 
Pool, and allotted therefrom to the various state governments and 
the fact that, m many states, co-operatives had been appointed as 
the sole or mam agents for the distribution of fertilizers received from 
the Pool As a result, m most of the states, co-operatives enjoyed a 
monopoly in fertilizer distribution. It is significant to note that in 
1966-7, there were as many as 54,603 retail depots for fertilizer distri- 
bution run by co-operatives and the value of their sales aggregated 
Rs 1 14 37 crores During the year 1966-7, however, the Government 
of India liberalized the controls, as then m force, on fertilizers produced 
by indigenous factories, in order to permit the manufacturers to play 
their part in the marketing of fertilizers In pursuance of this policy 
it was decided that, from October 1966, 30 per cent of the indigenous 
fertilizers, which previously used to be wholly taken over by the 
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Central Fertilizer Pool, should be released for free sale directly by 
the factories and that the quota for free sale should be raised to 50 
per cent in October 1967 and to 70 per cent in the following year 
However, from January 1969, the Government of India decided not 
to exercise, for the time being, their option to purchase a specified 
proportion of the production of existing factories, with the result that 
the Pool is now handling only imported fertilizers Consequent on 
the introduction of the new fertilizer pohey, co-operatives no longer 
enjoy the monopolistic or semi-monopohstic position which they 
occupied till recently and have increasingly to share the business 
of fertilizer distribution with private agencies As a result, the proportion 
of sales by co-operatives to total sales has tended to dechne The 
proportion which had gone down from 72 per cent in 1965-6 to 57 
per cent 10,1966-7 is expected to remain around this level of 55 to 
60 per cent m 1973-4 However, in new of the considerable increase 
in the consumption of fertilizers during the next few years, the quantum 
which the co-operatives will be called upon to handle, in absolute 
terms, will be substantially higher than that winch they are at present 
handling Thus, it is estimated that by 1973-4, co-operatives will 
distribute fertilizers worth about Rs 650 crorcs, as against Rs 114 
crores in 1966-7 

9 The distribution of hybrid and other improved varieties of seed 
is generally arranged by the Agriculture Departments of state govern- 
ments either directly or through co-operatives In recent years, and 
particularly during the last two years, co-operatives are being accorded 
a role of increasing significance m this respect The progress made by 
co-operaUves as a result may be seen from the fact that, during 1967-8, 
they distributed seeds wordi Rs 26 11 crores as against Rs 12 43 
crorcs during the year 1964-5 While m Maharashtra, Gujarat, 
Haryana, Punjab, Uttar Pradesh and Madhya Pradesh, the state 
go\ ernments actively helped to involve the co-operatives m this busi- 
ness, m most odicr states, co-operatives were engaged in this activity 
to some extent Although the co-operative marketing societies are 
expected to handle, by the end of the Fourth Plan, seeds of twice the 
value which they sold m 1966—7, credit needs for dus purpose are 
not expected to be very large, since it is hoped that, as recommended 
bj the Committee on Co-operative Marketing (1966), the state 
governments wall supply the seeds to marketing societies on a 
consignment basis 

to The distribution of pesticides is done partly by the associated 
orgamzauons which the manufacturing and formulating firms have 
for this purpose and pardy by the Agriculture and Community De- 
velopment Departments, co-operative marketing societies and some 
pancha)als As a promotional measure, the sale of pesticides and 
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insecticides is being subsidised go\ eminent Noting that the distri- 
bution of pesticides was being done mostly by the Agriculture Depart- 
ments m mam states and that the role of co-opcratncs m this field 
was negligible, the Committee on Co-operative Marketing recom- 
mended that the co-opcratncs should be increasingly entrusted with 
this work and that the state governments might procure pesticides, 
etc , and supph them on a consignment basis to the apc\ marketing 
societies for distribution That tins policy is being adopted in stages 
is clear from the fact that government agencies arc at present gradually 
contracting their role in pesticide distribution, while the part played 
b) the co-operatives is slowlv increasing During the year 1967-8, 
co-operatives handled pcsticidcs/msccticidcs of the value of Rs 16 28 
crorcs At least in one state, v 17 , Punjab, the work of distribution over 
the vs hole state has been transferred to the co-opcrativcs Haryana 
has a similar proposal under consideration while in another state, 
viz, Madina Pradesh, this has been done for certain areas Although 
the state governments may not completely withdraw from this field 
m the near future, thev arc not likely to expand their commitments 
m this actmtv further m view of their present financial stringency 
It is, therefore, probable that the task of distributing the increased 
volume of pesticides estimated to be used during the Fourth Plan will 
be largclv undertaken bv the co-operatives and private agencies 

Diwi nsions 01 Credit Needs 

11 Arrangements are necessary for the supply of adequate and 
timely credit for the procurement, stocking and distribution of these 
inputs at various levels and for their movement to the ultimate con- 
sumer, if such distribution is to be sufficiently widespread, timely and 
efficient The magnitude of credit requirements for distribution will 
depend on the quantum to be handled, the amounts found by the 
distribution agcnc> by w ay of margin money and the rate of turnover 
which would give a rough indication of the peak level of stocks to be 
held with the help ofinstitutional credit Certain rough estimates which 
have been attempted for the )cars of the Fourth Plan arc given in 
Table 1 These assume that the annual rate of turnover would be 
twice in the ease of co-opcrativcs and 2 4 times in the case of private 
agencies We have already indicated the factors which make it difficult 
to look upon such estimates as precise indicators of probable future 
performance or needs, but they do give a rough indication of the 
magnitude of the task awaiting the agencies which are expected to 
meet these credit needs 

12 So far as the distribution of pesticides is concerned, 
institutional credit will be required by the manufacturers or their 
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Table 1 

Credit Requirement! for Fertilizer Distribution during the Fourth Plan 

Rs Crores 



Co-OpCTGtlVCS 

Pnzate Agencies 

leer 

Value of 

Requirements 

Value of 

Requirements 

Fertilizer 

Of 

Fertilizer 

of 


to be 

Distribution 

to be 

Distribution 


Handled 

Credit 

Handled 

Credit 

(1) 

(2) 

(3) 

(4) 

(5) 

1969-70 

395 

178 

169 

63 

1970-71 

412 

185 

274 

103 

1971-2 

481 

217 

321 

121 

1972-3 

562 

253 

374 

140 

1973-4 

650 

293 

445 

167 


subsidianes in respect of stocks held by them or passed on by them to 
their agents It is estimated that for distributing o 4 million tonnes 
of various formulations packed m containers of different sizes by 
1973-4, credit requirements will be of the order of Rs 50 to Rs 100 
crores during the different years of the Plan The government agencies 
are expected to cater to about 15 to 20 per cent of the total volume of 
pesticides and to that extent distribution finance will be provided by 
the government As stated earlier, co-operatives are expected to handle 
the distribution of an increasing proportion of the total supply of 
pesticides in the coming years and their credit needs may be assumed 
at one half of the estimated total 

13 As with pesticides, so also with improved seeds, the work of 
distribution is being progressively entrusted to the co-operatives It 
is expected that they will handle improved seeds worth Rs 50 crores 
by the last year of the Fourth Plan If, as recommended by the Com- 
mittee on Co-operative Marketing, state governments make these 
suppbes available on a consignment basis, the co-operatives will need 
credit arrangements only to the limited extent that they have to under- 
take this business on an outright purchase basis 

Distribution Credit for Co-operatives 

*4 The mam sources of credit for distribution of agricultural inputs, 
so far as the co-operatives are concerned, are the government, co- 
operative banks and the State Bank Till recently, the bulk of such 
distnbuuon credit was provided by the central government which 
had been giving loans for a period of 18 months on a substantial scale 
to the state governments for the distribution of fertilizers supplied 
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from the Central IVrtihrcr Pool '1 hr date governments m turn, 
\\erc pacing on tlic aerotnmotl ition to the co-operatives which acted 
ns ihrtr arents On the recommendations of the Sivaraman CommiUcc 
on Fertilisers (in(\ r ,\ which found that this intern liad tended to in- 
duce slaihnrss m distribution, the f iodines arc being progressively 
curtailed In the central government Miirr April 1966 and at present 
<hort-trrni loans arc provided to the states onl\ for a period of G 
months as arumt 18 months, and nnl\ up to 50 per cent or the 
fertilisers *nppltrd from the Central Pertth. er Pool 1 he rate of interest 
charged is * per cent Pool fertilizers are also being supplied on the 
h n 'is of Go davs* defrrred paament facilities 

1^ With the curtailment of the financial accommodation from 
the central roarmmrnt and ihr in dnhtv or most of the state govern- 
rrents to fill the gap from thnr own resources, the co-opcr vines have 
h-d to lool mrrcasmrla to nrttuitioird credit sources for finding 
the credit required for fertiliser distribution Tlie particulars of such 
credit pro uicd In diliercnt agencies during 1067-8, when fertilizers 
worth 08; 7 crorc' were distributed, are indicated below 

*1 AM T 2 

t crt>rr 1'rovjta > in ri a 

Ks Crorct 


1 -- t l)r u i 1 h 


S’ !<■ — t » f 1 ii'f o~it ->1 r - ) rm r<-it 51 0 

r^i rft a * 27 7 

0»a n~‘> jtce- < Ctiaf c >-''r , nii\c t>\nti 12 5 

s air Hart. >.f It in n 1 c tl.rr fn-nmnnal ItitiUi JO 0 

Tot at 105 0 


These funds were also supplemented to some extent b) loans advanced 
bj the state governments out of their own resources and by manu- 
facturers of fertilizer., etc, in respi ct or which reliable figures arc 
not available 

tG This trend towards gradual shift from government to insti- 
tutional finance was not only desirable but also, in a sense, inevitable 
Though the earlier arrangement, under which tlie bulk of the resources 
required for distribution was made available to the co-operative 
wholesalers by the government, might have been justified m the initial 
promotional stages for attracting the distributors to this business, no 
such inducement seems to be necessary now when the demand for 
fertilizers has gathered momentum We arc, therefore, of the view 
that, in the long run, government should divest itself of the role of a 
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credit agency for this purpose. Ne\ ertheless we feel that, m view of the 
big change which is invoh cd in the switch-over from government 
credit to complete institutional financing and also m new of the sub- 
stantial increase which is expected m fertilizer consumption in the 
near future, gmemment will have to continue to play a part m this 
sphere in a few areas for some time to come We, therefore, recommend 
that in those areas where access to institutional finance from the 
co-opcraU% r e banks, the State Bank, etc , is not adequate to keep pace 
with the emerging needs and in areas where the co-operatives are 
either organizationally or financially weak, the government may 
continue to provide some credit on a transitional basis till such time 
as the switch-over to institutional finance can be effected without any 
dislocation 

17 The curtailment of the credit facilities by the central govern- 
ment from April 1966 described above resulted in a corresponding 
reducuon in the extension of credit by the state governments to the 
co-operatives for financing fertilizer distribution Since the state and 
central co-operative banks could not have provided the required 
accommodation to the marketing societies out of their own resources, 
the Reserve Bank decided to extend a line of credit to the state co- 
operauve banks for the distribution of fertilizers against the state 
government’s guarantee at the Bank Rate, each drawal from the limit 
being repayable within six months Among the conditions attached 
to the finance from the Reserve Bank are the following 

(i) the distribution agency should provide a margin of at least 10 
per cent m respect of each drawal, 1 e , the accommodation from the 
bank to the marketing agency should not exceed 90 per cent of the 
aggregate value of stocks held by it and by its agencies m its name , 
(it) the distribution agency should submit to the co-operative bank 
returns showing adequate cover for the loan , and 
(in) if the stocks are received by the apex marketing society on con- 
signment basis from the state government, the latter should either 
agree to waive its claim against the goods m favour of the banks 
or guarantee the entire accommodation provided by co-operative 
banks to marketing societies 

18 During the year 1967, the Reserve Bank sanctioned credit 
limits for stocking and distributing fertilizers aggregating Rs 33 crores 
to nine state co-operative banks The limits were fully utilized by 
Andhra Pradesh, Madhya Pradesh and Punjab and to the extent of 
60 and 50 per cent by Haryana and Uttar Pradesh respectively Orissa 
and Rajasthan utilized the limits to the extent of less than 40 per cent 
■While in Gujarat the drawals were negligible, Tamil Nadu did not 
draw on the limit at all For the calendar year 1968, the Reserve 
Bank sanctioned credit limits aggregating Rs 27*50 crores for this 
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purpose to eight state co-operative banks. The details regarding the 
operations on these limits were as follows 


Table 3 

Credit Limits from the Reserve Bank for Fertilizer Distribution durino 1968 

Rs Crores 


State Co-operative Bank 


Limit 

Sanctioned for 
1968 


Maximum 

Outstandings 


Outstandings 
as on 

31 December 
1968 


(1) 

(2) 

(3) 

(4) 

Andhra Pradesh 

5 00 

2 85 

1 

84 

Gujarat 

5 00 

1 84 


— 

Haryana 

Madhya Pradesh 

2 00 

4 00 

1 42 

2 41 

1 

1 

41 

57 

Mysore 

3 00 

3 00 

3 

00 

Rajasthan 

2 50 

2 50 

2 

47 

Uttar Pradesh 

5 00 

5 00 

4 

98 

West Bengal 

1 00 

0 15 

0 

15 


TOTAL 


27 50 


15 42 


The utilization of credit limits m Mysore, Rajasthan and Uttar 
Pradesh was most satisfactory, while in Haryana it was adequate. 
In Andhra Pradesh and Madhya Pradesh, the utilization was between 
50 to 60 per cent Gujarat and West Bengal utilized the credit limits 
to the extent of only 37 and 15 per cent respectively For 1969 the 
Bank had sanctioned, till the end of June 1969, for this purpose, credit 
limits aggregating Rs 30 00 crores to eight state co-operative banks 
and the outstandings against them as on 30 June 1969 were Rs 14 71 
crores 

19 It will be observed from the above that the credit facilities 
available from the Reserve Bank have remained unutilized m large 
part The continued availability of short-term credit facilities from the 
Government of India at a slightly lower rate of interest and the interest- 
free consignment credit facilities provided by the state governments, 
mainly account for this slow progress towards institutional finance. 
Further, the period of six months for which credit facilities are available 
from the Bank was found madequate m areas where stocks had to be 
held for relatively long periods The most important factor is, however, 
that the co-operative institutions handling fertilizer in several states 
are not yet operating on business-like lines and are doubtful if they 
can conform to the requirements of credit from a banking institution. 
For example, several marketing federations had difficulty m obtaining 
and submitting the monthly returns of stocks to the financing insti- 
tutions in view of the inadequacy of the staff employed by themselves 
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(the federations) as well as by the district and primary societies We 
expect that, despite these factors of short-term significance, as the 
need for fer tiliz er credit grows to the anticipated levels, recourse to 
institutional finance m the first instance and, m turn, to refinance 
facilities from the Reserve Bank will undoubtedly increase We recom- 
mend, therefore, that co-operative banks and co-operative supply 
organizations should progressively attune their working policies and 
procedures and staff arrangements to the requirements of institutional 
credit 

20 The Reserve Bank provides refinance facilities for fertilizer 
distribution not only to the state co-operative banks but also to the 
commercial banks Under its statute, such accommodation to the latter 
can be provided by the Bank only for a period of go days The Ferti- 
liser Credit Committee was of the view that this period was too short 
since the distributors normally held stocks for a period varying between 
three to six months The Committee had, therefore, recommended 
that the Reserve Bank of India Act might be suitably amended so 
as to place the bills arising from fertilizer trade on the same footing as 
those arising from export trade for purposes of section 1 7 (2) (a) and 
(4) (c) of the Act, that is to say, with a maturity which might extend 
to six months It is understood that this recommendation has been 
accepted both by the Government of India and the Reserve Bank 
We suggest that the necessary amendments to the Reserve Bank of 
India Act, 1934 for this purpose may be effected at an early date 

2 1 Wc should hke to refer here to two points which have come up 
for discussion in regard to the accommodation provided by the Reserve 
Bank to state co-operative banks for financing the distribution of 
fertilizers One of these pertains to the limit of Rs 50 crores which was 
indicated by the Reserve Bank as the maximum accommodation which 
it would be nulling to provide to all the state co-operative banks in 
the aggregate for this purpose while the other relates to the rate of 
interest charged by the Bank So far as the former is concerned, we do 
not imagine that the Reserve Bank will be unwilling to raise this limit 
if there is a need to do so It is neither practicable nor necessary for 
us to suggest any specific amount as the appropriate maximum, for 
it nould be for the Reserve Bank to determine, in any particular year, 
and with reference to all the relevant factors, the total amount which 
it vould provide for this purpose to the co-operative and commercial 
banks Further, the role of the Reserve Bank in this regard is likely to 
be supplemented by the facilities to be made available to these banks 
by the proposed Fertilizer Credit Guarantee Corporation As regards 
the rate of interest charged by the Reserve Bank, the issue which is 
raised is v\hcthcr it is appropriate for the Reserve Bank to charge the 
Bank Rate for its accommodauon to the state co-operative banks for 
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tins purpose while it is charging a concessional rate of per cent 
to the commercial banks in respect of advances for the same purpose 
This appears to be the first time that, for the same purpose, the Re- 
serve Bank has charged to the co-operative banks a higher rate than 
to die commercial banks At the same time, it is necessary to take a 
\ic\s of the rate charged to a bank for this purpose in the context 
of the rates charged to it by the Reserve Bank on accommodation for 
other purposes Again, there is a view that an incentive is necessary 
at this stage to induce the commercial banks actively to enter the field 
of credit for distribution of agricultural inputs We are inclined to think 
diat it would be Tor the Reserve Bank to determine these rates from 
time to time with reference to all the relevant considerations such as 
the volume of accommodation likely to be provided for the present 
purpose, the rates of interest charged by the Bank on other types of 
accommodation provided by it to the commercial or co-operative 
banks, the number of tiers through which the funds have to pass before 
reaching the fertilizer retailers and so on We would, however, suggest 
dial, in taking a decision in tins regard, the Reserve Bank might bear 
in nund its general objective of strengthening the co-operative credit 
and banking structure 111 each state through various measures, includ- 
ing, as m die past, the extension of refinance facilities at concessional 
rates of interest 

22. The co-operative banks have been financing the distribution 
activities in the co-opcratnc sector drawing largely on the funds made 
available by the State Bank, the Reserve Bank and the state and 
central governments and also, to a limited extent, from their own 
resources So far as the banks which are having adequate resources 
to spare for the purpose arc concerned, it is clear, as we have indicated 
earlier, that financing of fertilizer distribution will provide a profitable 
hnc of business in view of the substantially larger income to be earned 
from financing such non-credit activities as compared with the margins 
available in respect of agricultural pioduction credit This happy 
position is, however, enjoyed by only a few banks and in a large number 
of eases, it will not be easy for the co-operative banks to find the funds 
required for the purpose from their own resources There are, however, 
obvious limitations to the extent to which refinance facilities will be 
available from the Reserve Bank or the government for this purpose. 
We contemplate, therefore, that the commercial banks including the 
State Bank and its subsidiaries will be increasingly called upon to play 
an important part m financing the distribution of fertilizer by co- 
operative institutions at different levels We deal later m this chapter 
with the relative merits of the commercial banks financing the co- 
operatives direct and routing such funds to them through the co- 
operative banks As the commercial banks will have to play an equally, 
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if not a more, significant part m financing the private distribution 
agencies engaged m this business, we expect that credit for fertilizer 
distribution in both the co-operative and private sectors will together 
call for a substantial contribution from the commercial banks It is 
i\hen there is a seasonal strain on the resources of these banks because 
of such invoh ement that the availability of refinance facilities from 
the Reserve Bank and the proposed Fertilizer Credit Guarantee Cor- 
poration will assume significance 

23 As we hare stated in Chapter 10, m the wake of restrictions 
imposed by the central government on credit facilities to state govern- 
ments for the distribution of fertilizers, the State Bank indicated its 
readiness and that of its subsidiaries to provide finance up to Rs 30 
crores to state goiernments against the hypothecation of fertilizer 
stocks The State Bank has, in addition, been extending, for some time 
past, credit facilities for the distribution of fertilizers to co-operative 
marketing societies Like accommodation from the Reserve Bank, 
loans from the State Bank for distribution of fertilizers are also provided 
against the guarantee of the state government However, this facility 
has not been availed of to any significant extent As against limits 
aggregaUng Rs 1 1 00 crores sanctioned as on 31 December 1968, 
the outstandings amounted to Rs 5 00 crores The Fertiliser Credit 
Committee, winch found diat die utilization of the limits sanctioned 
b> die State Bank had not been particularly encouraging, gave 
the following reasons for this experience («) inadequacy of own 
resources with the societies for providing die required margin money , 
( b ) absence of suitable provisions m the by-laws of these societies 
to borrow from the State Bank , { c ) absence of a provision in the by- 
laws of certain co-operative banks permitting them to stand guarantee 
for such borrowings , and (d) state government’s insistence in certain 
cases on having a first charge on the entire assets of the society as 
security for its loans 

24 In tins context, wc base to emphasize die need for toning up 
the operational efficiency of the co-operative societies engaged m the 
distribution of inputs For a long time, diese institutions had been 
used to facile credit from the government winch did not involve strict 
adherence to margins, maintenance of up-to-date and systematic 
records, submission of regular stock statements or even the prompt 
crcdiUng of sale proceeds towards repa) ment of die loan The marketing 
societies will now ha\c to gear themselves to the task of meeting widi 
the requirements and discipline of financing by banks Considerable 
improi ement m die quality of managerial and other personnel wall 
be called for if these co-opcratn es are to present to the banks an 
image of competent management of dieir affairs on a commercial 
basis, on which their creditworthiness wall depend We deal wath this 
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further in the latter part of this chapter We would emphasize here 
the need for such co-operatives to take steps to impart smtablc training 
to the staff, to recruit experienced staff from outside, and to reorient 
their operations so as to make them more business-like. A related 
problem, to which also we shall refer later in the context of marketing 
finance, relates to the difficulty faced by co-opcratiycs in finding 
resources for the purpose of maintaining the margins stipulated 
in respect of borrowings for financing commercial operations such as 
supply and marketing, and the need for strengthening the owned 
funds of these institutions for this purpose 


Credit for Private Distributor)' Agencies 

25 We have already dealt with the part which the commercial banks 
can play m meeting the distribution credit needs of co-operatives 
dealing m fertilizer and other inputs An equally important problem 
in respect of which the commercial banks wall be called upon to play 
an even more significant role concerns the distribution credit needs 
of the private distributors and wholesalers Both in view of the very 
substantial increase in the quantum of fertilizer and other inputs 
to be handled and of the changes in official policy m this regard to 
which we have referred earlier, it is likely that the quantum of these 
inputs which arc handled by the private distributors wall go up con- 
siderably in the coming years and that, correspondingly, there wall be a 
substantial increase m their demand for credit facilities for tins pur- 
pose In the ncw r context, with the sellers’ market in fertilizer gradually 
disappearing as supply improves and the need for the private distri- 
butors to organize an intensive network of sub-distributors and retailers, 
the problems of distribution credit for the private sector assume a new 
and growang significance One of these, as we have indicated earlier, 
relates to the fact that a number of retailers who wall now' be brought 
into the picture arc likely to be new parties and there may be consi- 
derable hesitation on the part of wholesalers and banks to extend 
credit to them According to the Fertiliser Credit Committee’s estimate, 
the manufacturers and other private distribution agencies may be 
expected to handle by the year 1970-71, supphes of the value of Rs 324 
crores to Rs 445 crorcs depending upon the extent to which co- 
operatives handle fertilizer On the assumption that the turnover dur- 
ing the year is at 2 4 times, transactions of tins order imply estimated 
credit needs for private distribution agencies of Rs 122 crores to Rs 167 
crorcs As W'c have stated earlier, certain tentative estimates for the 
rescheduled Fourth Plan place these requirements at Rs 167 crores 
for 1973-4 In the distribution chain, credit wall be required at 
different levels such as manufacturers, distributors, wholesaler, 
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ub-distnbutors and retailers and Mill need to be provided against diffe- 
ent types of securities such as hypothecation or pledge of stocks or bills 
ir sight drafts representing sale of fertilizers supported, where neces- 
ary, by bank guarantees or acceptances and receivables representing 
xecht sales to the wholesalers, sub-wholesalers or retailers It is possible 
hat accommodation will be required for three to six months from the 
:ommercial banks for this purpose 

26 We note that already the Reserve Bank has taken various 
teps to facilitate and encourage the financing of fertilizer distribution 
iy commercial banks Among these, the most important is the provision 
if refinance facilities to commercial banks at the interest rate of 4k 
>er cent applicable to the priority sectors, to which we have already 
eferred We have also referred to the Fertiliser Credit Committee’s 
ccommendation that the duration of bills for which refinance may be 
irovided by the Reserve Bank be extended from three to six months 
[he other important problem arising in this connexion relates to the 
hfficulty which may be experienced by distributing agencies in pro- 
iding the margins normally insisted upon by the commercial banks 
.t is partly with reference to this factor that the Fertiliser Credit Com- 
ruttee has recommended the establishment of a Fertilizer Credit 
juarantee Corporation 

27 As in the co-operative sector, so in the sector of private distn- 
lution agencies, considerable organizational effort will be called for 
Vpart from the requirements which arise m connexion with credit, 
here is a more fundamental need, m the context of the new fertilizer 
lohcies and the large quantum of fertilizer to be handled, for building 
ip a whole system of private distribution which is fairly widespread 
md efficient and characterized by the requisite degree of salesmanship 
nd capability for providing related services to the farmers This 
neans that, firsdy, a large number of retailers at suitable points of 
bstnbution have to be located and trained to operate in consonance 
nth the requirements of a progressive distribution system and, sc- 
:ondly, arrangements wall have to be made for the provision of ade- 
juatc credit to the sub-distributors and retailers, either m the form of 
:rcdit sales or bank finance In the choice of these new retailers, the 
\holesalcrs wall have to take into account not only their financial 
\orth and business connexions but also other attnbutes such as com- 
ictcncc from the pomt of new of business, familiarity and contacts 
ndi cultivators, and salesmanship of a minimum standard We trust 
hat, m bringing a rctad system on these fines into bemg and ensuring 
ts development on the required fines, die availability of a credit 
juarantee on the fines proposed will be a factor of considerable 
issistancc Nevertheless, it will be for the wholesalers and the com- 
ncrcial banks cvcntuall) to devote such care in selecting retailers 
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and training them for dirir t isk .uul to evolve such safeguards m dealing 
with them tint while die guarantee arrangi meats ma\ remain, the 
bmmc' r ic built up numb on the bosh o! mtim itc knowledge on the 
part o r the bank or thr wholes der m regird to the competence and 
creditworthiness of the retailer to whom credit is extended 
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e8 \s stated earlier, fertilizer Mippl\ and distribution is expected to 
increase rap.dlv in the next few \evrs and the agencies, both m the 
co-opei alive and private cretor, rngiged m this business will be 
required to extend their network of sub-distributors and retailers A 
najor diiTicultv which the distribution agates might face is that of 
finding the marrm niones \ arvmg from 25 to jo per cent required by 
the b-’ids m rasrs where there is no government guarantee With 
the object of inducing the credit institutions to support a larger volume 
of credit fo- fertihrer distribution and also to extend finance to several 
liras mtr mts m dus field, the 1 erttlt'cr Credit Committee lias recom- 
mended the cat ibhshmcnt of 1 1 crti!t/cr C'rrdit Guarantee Corporation, 
with a view to extending pu vr inters to co-operative and other credit 
imtitutiom m respect of advances made bv them to, or guarantees 
or acceptances given bv them on brlialf of co operative and private 
stockists, distributors, wholesalers, sub-wholesaler, and retailers We 
under t md that a decision has been takt n to set up the I'crtibrcr 
Credit Guarantee Corporation is a public limited company of which 
the miti'l paid-up sh ire capital vs ill be contributed mainlv by the 
Reserve 1 $ ml , the central government and the Stale Rank, the balance 
being invited bom die commercial and ro-opcr.ativc banks The 
propo'cd Corporation will also derive funds bv vsav of grants or loans 
from the Government of India while provision will, in addition, be 
made for enabling tin Corporation to issue bonds and borrow’ from 
the Rcserv e Rank 

29 The scheme is cxpecti d to cover ail scheduled commercial 
banl s, state co-opcr.ativ c hauls and such banks as arc approved for 
the purpose from among non-schedulcd banks and central co-operative 
banl s Hie items to be covered will include manufactured chemical 
fertilisers, including mixtures, agricultural pesticides and portable 
equipment for their application and such otlur agricultural inputs as 
maj be approved from time to tune The credit extended to the folloav- 
mg distribution agencies will be covered (1) producers of fertilizers, 
pesticides and other inputs who undertake distribution on their own 
or through other distribution agencies, (it) private distributors, (tit) 
co-operative distribution agencies, and (tv) am other approved dis- 
tribution agencies So far as die guarantee is concerned, die object of 
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the Corporation will be to provide, (a) guarantees to ebgible credit 
institutions to cover any losses which they may sustain in the advances 
made by them for the stocking and distribution of fertilizers, etc , 
and (b) to provide counter-guarantees to such institutions against 
guarantees or acceptances extended by them m regard to such advances 
One of the conditions of guarantee will be that the credit agency 
wall be prepared to relax its normal margin requirements (perhaps by 
about 20 per cent) so as to conform to a maximum which the Cor- 
poration will stipulate with reference to the type of credit facility and 
security The proposed Corporation can also provide refinance against 
bills of exchange or promissory notes drawn by a distributing agency 
in favour of and accepted by an eligible credit institution and having 
a maturity not exceeding six months It is, however, envisaged that 
this function of the Corporation may come into effect only gradually 
We consider that the need for a scheme of this nature is real and urgent 
in view of the various factors referred to earlier and recommend that 
early steps be taken to bring the Corporation into being 

Credit for Co-operative Marketing 

30 Our main concern in this section of the chapter is with credit 
for financing the marketing of agricultural produce We shall not 
deal with all the aspects of agricultural trade as that would take us 
beyond what can be strictly considered as rural credit The financing 
of the movement of produce after harvest from the cultivator to the 
consumer through trade channels has been a traditional function of 
the banking system The quantum of bank credit required for this 
purpose depends on the state of the crop and a view is taken m this 
regard for each season both in connexion with the annual planning 
of credit policies (including refinance by the Reserve Bank for each 
busy season) and in relation to the operations of selective credit con- 
trols, with a new to ensuring that bank finance is not used for cornering 
scarce stocks and undertaking speculative transactions which will have 
an inflationary effect on prices It is m this context that account is also 
being taken in the last few years of the credit requirements pertaining 
to the procurement operations undertaken by government or on behalf 
of government by other agencies such as the Food Corporation or the 
apex co-operative marketing societies Our interest in tins chapter, 
as we lia\c said, is not in these but in credit needs which are especially 
connected with marketing which, for the present purpose, may be 
looked upon as sale of agricultural produce by or on behalf of the 
producer Trading is different, purchase with a view to sell being its 
disungmslnng characteristic The credit aspect of the problem of 
markcUng is concerned with the task of enabling the cultivator or his 
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co-operative to hold the produce while arrange,m/ (if! are made Ini 
its sale This is a part of the credit requirement! of co-opera five rmo Jo-l- 
ing which, ideally, should serve tv/o purpo.y ;> : firefly, enabling (In 
cultivator to hold the produce so that he is not forced in male duff/ 
sales m the immediate post-harvest period and second!-/, organizing 
the marketing of his produce and, as amocialcd v/idi i(, pfO'/tting, 
storage and transportation so as to enable the cwJfi /a lor in reyy-ivc (In 
maximum return for his produce. Some other T fa tod r-'n" div nt^d 
in this chapter include those connected *///th the pro/r-o/i of pro- 
duction credit by marketing co-operatives zrd the linking ol ef'/b 
with marketing. 

31. There are two aspects of the dec eloper '" t of co-opera 4 '// 
marketing in the coming yearn to which we refey at 4 1 eto I #•'// 
a bearing on the credit arrangements to be mate. O' e of *1 etc b 4 oc 
to tie possibility that after a few years of ocmt'zrabvc etato 1 y, //. - !.*■ 
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and other measures and official price policies that the cultivator does 
not suffer after having produced more by using fertilizer, improved 
seed, etc , which involve larger financial outlays than traditional inputs 
It is to be expected that the co-operative marketing organizations will 
be m a position to play an important part m this effort and that the 
government will make full use of this machinery for the purpose. The 
failure to ensure stability at appropriate levels of agricultural prices, 
as we have indicated m Chapter 21, might defeat the whole objective 
of the new agricultural strategy and also have adverse effects on 
institutional credit in so far as loans are likely to have been advanced 
to the cultivators to finance their use of inputs on the assumption that 
the prices will not fall to levels at which the use of such inputs will not 
be economically profitable 

32 If, then, the operations of co-operative marketing societies 
are likely to be on a larger scale than ever before and they are to be 
more purposive and sophisticated so as to subserve the objects which 
we have just mentioned instead of being largely confined to the distri- 
bution of agricultural inputs and transactions such as sales on a com- 
mission basis or procurement operations, it is obvious that the quality 
of management in co-operative marketing societies will have to be 
considerably improved It is necessary to secure the services of pro- 
fessional and competent managers who are familiar with practices 
and problems of the relevant trade This means that, firstly, services 
of such managers will have to be paid for adequately if men of the 
right quality are to be attracted and secondly, that the paid manager 
will increasingly have to be given a position of sufficient mdependence 
and status m the working of the society if he is to show results Unless 
personnel is improved in quality and strengthened in numbers wherever 
necessary, and the other facilities required, such as those of processing, 
storage and transport, are augmented, the co-operative marketing 
structure may not be able to measure up to the big tasks wluch await 
it in the context of the large increase anticipated in agricultural pro- 
duction in the coming years It is also necessary for this purpose that 
the primary marketing societies should be built up rapidly into viable 
units 


Present Position and Prospects 

33 As a preliminary to considering the credit needs of co-operative 
marketing, w c shall, at the outset, briefly review the current perform- 
ance of co-operative marketing As on 30 June 1968, there were 3,300 
primary marketing societies The superstructure of co-operative 
marketing societies consisted of one National Agricultural Co-operative 
Marketing Federation, 20 state level apex marketing societies, one 
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in each state (except Nagaland) and the union territories of Delhi, 
Himachal Pradesh, Manipur and Tripura and 173 district level 
marketing societies including 15 commodity societies The value of 
agricultural produce marketed by marketing and processing co- 
operatives has increased from Rs 53 crorcs m 1955-6 to Rs 175 crorcs 
m 1960-61 and to Rs 562 crores m 1967-8. The crop-wise performance 
during the last four 7 cars was as under . 
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As will be seen, the bulk of the increase m the value of agricultural 
produce marketed through co-operatives during the last four years 
w as accounted for bv foodgrains and sugarcane The expansion in the 
ease of foodgrains is mainly related to the procurement operations 
undcrtal cn on behalf of state governments The marketing of sugarcane 
is largely accounted for by the sugarcane supply societies of Uttar 
Pradesh and Bihar and by the co-operative sugar factories in many 
states Cotton and oil seeds arc the other important commodities 
handled by co-opcrativcs The performance of Gujarat was partic- 
ularly significant m this sector Among the plantation crops arccanut 
deserves special mention Produce of the value of Rs 6 50 crorcs was 
sold by 34 marketing societies dealing m this commodity m 1966-7. 
Gujarat, Punjab and Tamil Nadu were the mam states in which fruits 
and vegetables were marketed through co-operatives Such sales for 
the whole country amounted to Rs 7 crorcs m 1966-7 Of the total 
agricultural produce marketed by co-opcrativcs in 1966-7, about 
two-third was accounted for by three states, viz , Gujarat, Maharashtra 
and Uttar Pradesh. 

34 From the point of anew of the future prospects for co-operative 
marketing, it is relevant to note that a considerable increase in 
agricultural production is probable in the next few years and that, 
simultaneously, the food procurement and price support schemes of 
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government are also likely to be intensified, -with co-operatives being 
assigned an important role in their implementation The Committee on 
Co-operative Marketing has recommended that co-operatives should be 
utilized as principal agents by the Food Corporation and other state 
trading authorities for the procurement operations Similarly, the 
Foodgrains Policy Committee (1966) has also observed that the Food 
Corporation ‘ could appomt the co-operatives as its agents m certain 
cases or, m other circumstances, be itself the agent of the co-operatives, 
according as the procurement arrangements of the particular state 
render it suitable 11 Apart from foodgrains which the co-operatives 
might handle as the procurement agency of the state governments, 
the volume of other agricultural produce handled by them as agents 
or owners is also expected to increase sizeably It is tentatively estimated 
that the value of produce marketed by co-operatives may go up to 
Rs 900 crores during the last year of the Fourth Plan 

Marketing Finance 

35 With the expected increase in the operations of marketing 
societies, their credit needs will also go up considerably Their require- 
ments of funds excluding those for their distribution activities 
depend on a variety of factors such as the number and volume of 
agricultural commodities dealt in, the manner m which they are 
handled (1 e , whether as agents or owners), and the level of prices at 
which transactions occur Marketing societies need short-term credit 
for one or more of the following operations 

(I) making outright purchases of agricultural produce , 

(II) undertaking purchase of agricultural produce under procure- 
ment schemes , 

(«») granting pledge advances to members , and 

( iv ) providing * trade credits ’ to purchasers 

36 Go-operatives have been handhng agricultural produce mostly 
as agents, outright purchases having been, till recently, discouraged 
Of the produce valued at Rs 146 71 crores sold by the societies during 
ig66-7, more than 72 per cent was handled by them only as agents 
However, recognizing that marketing societies cannot function effec- 
ts cl) unless they undertake outright purchases on a larger scale, and 
with a view to inducing the societies to undertake such purchases, the 
Go\crnmcnt of India introduced in the year 1964-5 a special scheme 
to encourage such transactions Under this scheme, the marketing 
societies undertaking outright purchases are to create a special price 
fluctuation fund by making contributions from their profits, for meet- 
ing losses on their purchases and the government contributes to this 

1 Report of the Foodgraim Policy Committee, 1966, p 52 
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fund an amount equal to a prescribed percentage of such purchases. 
The value of such purchases went up from Rs 7 47’crores m 1965-6 to 
Rs 10*77 crores m 1966-7, and the proportion of sales as owners to 
their total sales from 16 per cent m 1962-3 to about 28 per cent m 
1966-7 Further progress is now expected The Committee on Co- 
operative Marketing assumed that the total turnover of Rs 20 lakhs of 
agricultural produce envisaged for an average marketing society would 
be equally divided between outright purchases and sales on commission 
basis. Assuming that the produce purchased by the societies is resold 
within 15 to 30 days and that a society can rotate the capital about 
three to four tunes during the season of four months in the single crop 
areas and five to six times in double crop areas, the Committee has 
estimated that an average marketing society will need credit of the 
order of Rs 3 lakhs in the case of a single crop area and Rs 2 lakhs in 
the case of a double crop area for financing outright purchases 
37. As we have stated earlier, m several states, marketing societies 
have been acting as agents of the state governments under the food- 
grams procurement schemes As these operations are normally earned 
out over a large area and payments against stocks tendered have to be 
made immediately after weighment, sufficient cash balances have to be 
provided at all procurement centres. Although the state governments 
are expected to assume the responsibility for providing the funds which 
are thus locked up, they often fail not only to provide the funds initially 
required but even to pay promptly for the stocks procured and 
delivered. Recourse to co-operative banks for funds to finance this 
activity is, therefore, inevitable m most cases We doubt if the market- 
ing societies wall be able to raise the large volume of resources required 
for these operations on their own, in view of their limited base of 
owned funds and difficulties m finding the required margin money. 
Recognizing this difficulty, the Committee on Co-operative Marketing 
recommended that wherever co-operatives were utilized for procure- 
ment or price support operations under government schemes, the state 
governments, Food Corporation of India, State Trading Corporation 
or other government agencies should assume full responsibility for 
providing the co-operatives with sufficient advances to enable them to 
undertake the operations and that where the state governments could 
not provide the required funds from their own resources, they should 
themselves arrange to obtain the funds direct from the State Bank or 
other agencies and advance them to the apex marketing society con- 
cerned Similarly, the Foodgrams Policy Committee had recommended 
that where the co-operatives functioned as procurement agents of the 
Food Corporation of India, the resources of the Corporation could be 
made available, within agreed limits, to the concerned co-operatives. 
We endorse these suggesuons and recommend that wherever marketing 


20 
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co-operatives are appointed as agents for government schemes involv- 
ing procurement of foodgrains, etc., adequate working funds for such 
operations should be found by the state governments or the Food 
Corporation on whose behalf these operations are undertaken We 
trust that the Reserve Bank, will extend its help m ensuring that the 
funds required for the purpose by the state governments or the Food 
Corporation are provided by the banking system and note, m this 
connexion, the special treatment which the Bank extends, m its credit 
policy, to the bank finance provided for food procurement 

38 In order to economize on the volume of resources required, the 
Reserve Bank has suggested the adoption of a hundi system for financing 
the procurement operations, under which the primary marketing 
society would make purchases out of the small initial advance made 
available by the apex society whose agent it is and, on the basis of 
purchases so made, will draw a hundi on the apex society The primary 
marketing society would carry on these operations further with the 
funds raised by having the hundi discounted by the central co-operative 
bank The central bank would get the hundi realized through the apex 
co-operative bank with which the apex society normally has a cash 
credit account As this arrangement helps minimize the volume of 
funds locked up by the apex society with the primaries, we recommend 
its introduction wherever it has not been already adopted 

39 Many marketing societies grant loans to members against 
pledge of agricultural produce so that the latter need not sell the 
produce immediately after harvest when prices are low The total of 
such loans advanced by the primary marketing societies in 1966-7 
amounted to Rs 14 60 crores Similar loans are also advanced by some 
of the agricultural credit societies The funds required for this purpose 
arc normally borrowed, by the repledge of the stocks, from co-operative 
banks which can in turn get themselves reimbursed from the Reserve 
Bank for this purpose 

40 Recent 7 ears have witnessed a reduction in pledge loans, partly 
because their significance has been affected by the controls on food- 
grains The view has sometimes been taken that the pledge loans 
provided by co-operatives have ad\ ersely affected the arrivals of food- 
grains in the market and encouraged hoarding for speculative purposes 
Tor example, the Committee on Co-operation of the Agricultural 
Production Board ivhich had considered this question in September 
1965 expressed the opinion that such loans were not justified as 
remunerative minimum prices had been guaranteed by government 
for foodgrains and suggested that the co-operatives should be directed 
to abandon the policy of granting such loans For several reasons, we 
arc not in fa\our of anv such blanket ban on pledge advances First 
and foremost, there is still no widespread and firm assurance of stable 
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pnces for foodgrains at remunerative levels and it is certainly the co- 
operative’s task to enable the cultivators to sell their produce to the 
best advantage Secordly, as we have said earlier, tins consideration 
will derive added strength if larger production tends to depress prices. 
Thirdly, an important service of the marketing co-operative in future, 
as we see it, will not be merely one of selling produce on a commission 
basis but that of collecting die produce, pooling and grading it and 
also processing it where necessary and then selling it in internal or 
export markets to the best advantage of the producer. If all this is to 
be done, the cultivator has to be given some on-account payment or 
advance by way of pledge loans Fourdily, the holding of foodgrains 
by the producer himself for a short time cannot, obviously, be viewed 
m die same light as the speculative hoarding by the traders 

41 . At die same time, we recognize that die policy regarding pledge 
loans should not result in checking the flow of foodgrains or other 
agricultural produce to the market to such an extent that an artificial 
scarcity is created and pnces get unduly pushed up The answer to this 
problem, however, is not to rule out pledge loans but to devise appro- 
pnate safeguards So far as the general restrictions are concerned, 
these should be devised after account is taken of the special position of 
die co-operative marketing society as an agency of the producers It 
may be stipulated that a pledge loan to any single member should not 
exceed a particular monetary ceibng which will take care of the require- 
ments of the marketable surplus of the average cultivator, that no 
produce loans should run beyond a specified maximum period of, say, 
six months and diat pledged produce held m custody is well protected 
and verified Such safeguards as are instituted should help ensure that 
the benefit of pledge loans goes only to genuine producers and not to 
traders and that the short-term production loans are recovered from 
the produce loans It can also be stipulated that the produce against 
which the loan has been provided is sold, as far as possible, through 
die co-operatives. 

42. So far as the safeguards for each season and each crop are 
concerned, these have to be formulated, as is the case with the Reserve 
Bank’s policies m connexion with commercial bank credit for die 
movement of crops, with reference to the estimated value of the crop 
in that season, the reasonable period for which the cultivators may be 
enabled to hold die produce and other relevant factors, and, on dns 
basis, a directive may be issued by the Reserve Bank to the co-operative 
banks concerned so that die pledge finance serves no more than die 
purpose of benefiting the producer There is, of course, the bigger 
problem of which die Government of India and the Reserve Bank 
should be seized, viz , that of determining die appropriate ranges 
within which the pnces may be allowed to move, the interests of both 
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the producer and the consumer being taken into account We would 
only emphasize that the credit controls operated as a means of ensuring 
price stability should not be allowed to result in an undue depression 
of agricultural prices We recommend that pledge loans need not be 
discouraged and that, on the contrary, they might be continued, 
subject to the following safeguards 

(i) ceiling on pledge loans to individuals , 

(11) ceiling on the period of the pledge loans , 

(in') the size of the loan is relatable to the crop produced by the 
borrower and precautions are taken to see that the benefit goes only 
to agricultural producers and not to the traders , 

(ip) the production loan is i ecovered from the produce loan , 

(p) safe custody of pledged stocks is assured and the stocks are 
verified frequendy , 

(pi) the produce is, preferably, sold through the co-operative , and 
(mi) die credit policies of the Reserve Bank are so operated that the 
objectives of polio,' such as stable prices and the avoidance of hoard- 
ing of stocks, etc , are subserved without damaging the incentive to 
die cultivator 

43 In this context, it may be mentioned that the Reserve Bank 
has stipulated diat accommodation obtained from it by co-operative 
banks for the marketing of crops may be utilized for refinancing 
produce loans by marketing societies subject to tfie following two 
conditions 

(i) short-term agricultural loans advanced earlier for raising the 
produce and die instalment of medium-term loans must nccessardy 
be recovered from out of die produce loans, and 
(11) produce loans may be advanced only to those agriculturists 
v ho agree m writing to sell dicir produce dirough die marketing 
society widi which the credit society is affiliated 
44. We suggest diat the condition relating to the sale of the produce 
through the co-operative should not be insisted upon m all cases 
lrrcspcctn c of the ability of the local co-operative to market produce. 
In circumstances where the co-operative is unable to sell produce, 
c g , because of die lack of processing facilities as with paddy milling, 
but can on!) provide assistance to individuals to hold it, the provision 
of a pledge loan is all the service diat the co-operative is m a posiDon 
to offer and dus benefit to the cultivator should not, in our view, be 
denied to him We agree diat this facility is not sufficient in itself and 
that an effort should be made in every case to extend the service of the 
co-opcrati\c marketing society to the fullest extent possible The 
Reserve Bank, in our view, should not only take into account the need 
for enabling die cultivator to obtain an advance on the value of lus 
crop by way of a pledge loan or otherwise but should go further and 
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assist co-operative marketing societies with adequate funds by way of 
refinance through the co-operative banks so as to enable them to 
operate effectively and secure for the cultivator a reasonable pnce 
We arc aware of instances such as those in Gujarat where, by such 
organized action supported by institutional credit, refinanced, in turn, 
by the Reserve Bank, marketing co-operatives have been able to 
counter die effort of the organized traders to make the cultivators 
unload their stocks at low prices. 

45 According to die pracdce prevalent m most markets, not only 
is the grower who brings his produce for sale to a commission agent 
entitled to receive payment immediately after sale, but the purchaser 
is allowed a period ranging from one week to a mondi for paying the 
sale proceeds A marketing society acting as a commission agent thus 
requires funds almost equal to the sale proceeds for about a week to a 
month, 1 e , between the date of the sale and the receipt of sale proceeds 
from the purchaser. The finance at present provided by the Reserve 
Bank to the central co-operative banks cannot be used for financing 
customary c trade credits ’ as, according to legal interpretation, the 
latter arc not covered by the expression ‘ marketing of crops ’ occurring 
in the Reserve Bank of India Act The Committee on Co-operative 
Marketing considered diat, irrespective of whether ‘ trade credits * 
■were justified or not, the grant of such credit was customary and so 
long as the marketing societies were not m a position to change the 
existing trade practices, measures would have to be taken to provide 
them with adequate funds for the purpose The Committee accordingly 
recommended that * trade credits ’ might be brought within the 
purview of * marketing of crops ’ so that the Reserve Bank’s accom- 
modation could be used for financing * trade credits ’ also 

46 The authorities of the Reserve Bank are, however, not agree- 
able to the above suggestion mainly because it will amount to financ- 
ing, indireedy and on a clean basis, private parties whose credit- 
worthiness has not been assessed. The apprehensions of the Reserve 
Bank m this regard appear to be justified by past experience. The 
facility of' trade credits ’ has often been abused by traders and several 
marketing societies have long-standing dues from traders which had 
their origin in this process The practice has also led to the infiltration 
of traders m the marketing societies for availing of the interest-free 
credit facilities from the societies We hope that, with the growing 
volume of procurement business, setting up of co-operative processing 
units, effective linking of marketing and consumers co-operatives and 
the increasing proportion of produce handled by Co-operatives, the 
marketing societies should be increasingly m a position to influence 
trade pracuces and reduce their dependence on traders Even so, we 
realize that many marketing co-operatives are, as yet, far too ineffective 
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in terms of performance to be in a position to defy or modify the 
existing trade practices We, therefore, suggest that the marketing 
societies should gradually bring down the quantum of * trade credits ’ 
by restricting this facxhty to a few parties whose financial standing and 
integrity are beyond doubt, while taking all the safeguards necessary 
for enforcing recovery in the event of default. We expect that the 
societies can find the limited funds required for this purpose from the 
State Bank or other commercial banks or co-operative banks As we 
consider that the marketing societies can meet these limited require- 
ments from such sources or from owned funds, we do not see the need 
for provision of refinance facilities from the Reserve Bank on this 
account or for an amendment of the Reserve Bank of India Act for 
making the financing of ‘ trade credits ’ by marketing societies an 
eligible purpose for the Bank’s refinance facilities 


Sources of Funds 

47 The co-operative banks, the State Bank and the state governments 
are the normal agencies which provide short-term funds to marketing 
socieues apart from the Reserve Bank which refinances the co-operative 
banks in respect of such loans The following table gives the borrowings 
of the marketing socieues from various agencies as at the end of June 
1967 


Table 5 

Borrowings of Co-operative Marketing Societies — Source-wbe 

Rs C lores 




Borrowings from 


Central 

Banks 

Govern- 

ment 

State 
Bank of 
India 

Others 

Total 


(i) 

(2) 

(3) 

(4) 

(5) 

State federations 

11 15 

23 57 

2 61 

4 94 

42 27 

Central societies 

3 97 

2 92 

— 

8 16 

15 05 

Primary societies 

20 19 

6 92 

0 59 

8 62 

36 32 

TOTAL 

35 31 

33 41 

3 20 

21 72 

93 64 


It will be seen that the bulk of the credit requirements was met by the 
central banks and by government Borrowings from government 
represent mostly the value of fertilizers obtained on credit and also 
loans for purposes such as construction of godowns, share capital, etc. 
Though the central banks account for more than one half of the 
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borrowings of primary marketing societies, the bulk of the funds so 
advanced is raised from the Reserve Bank and the State Bank The 
latter, therefore, constitute the two mam sources of funds for co- 
operative marketing. 

48. The Reserve Bank has been sanctioning common credit limits 
to state co-operative banks under Section I7(2)(b) or (4)(c) of the 
Reserve Bank of India Act at a concessional rate of 2 per cent below 
the Bank Rate for financing both seasonal agricultural operations and 
the marketing of crops So far as marketing is concerned, the funds 
borrowed under this Section can be utilized by co-operative banks for 
the reimbursement of the pledge loans granted by marketing societies 
to their members and advances to marketing societies on the pledge of 
produce purchased by them on an outright basis but not, as we have 
stated earlier, for reimbursement of ‘ trade credits ’ or for financing 
activities connected with distribution of inputs or consumer goods The 
Bank does not stipulate how much of the limit sanctioned by it should 
be used for * seasonal agricultural operations ’ and how much for 
* marketing of crops It is sometimes contended that co-operative 
banks are prone to use the entire finance granted by the Reserve Bank 
only for advancing production loans, with the result that the needs of 
marketing societies are neglected This apart, it appears to us, as we 
have stated in Chapter 24, that the sanction of a common hmit for both 
these purposes makes it difficult to ensure seasonality in the operations 
on it so far as production credit is concerned Further, the considera- 
tions wluch determine the size and terms of the limit for marketing 
finance and those relevant m regard to the limit for production credit 
are not identical A seperate limit for marketing will also help from the 
point of view of controlling the marketing credit with reference to 
seasonal and market conditions, whether it be by way of an increase in 
such limits or their reduction We have, therefore, recommended m 
Chapter 24, th^t the Reserve Bank may sanction separate credit limits 
for seasonal agricultural operations and for marketing of crops 

49 Accommodation is provided to marketing societies by the State 
Bank usually against pledge of pioduce, the margins retamed generally 
varying between 25 and 40 per cent depending on the nature of the 
crop Interest on such advances is charged at \ per cent above the 
State Bank of India Advance Rate, subject to a minimum of 7^ per 
cent per annum Where the societies or godowns m which their stocks 
are proposed to be pledged are inaccessible, and supervision and 
servicing of die advance are difficult, as also when for some reason or 
the odier, the societies are unable to borrow on the security of accept- 
able stocks, the State Bank grants clean advances on the guarantee of 
the apex/central co-operative banks/apex marketing socieaes, up to 
the limit of the owned funds. Clean accommodation is also provided on 
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the guarantee of the state government beyond this limit at the same 
rate of mterest as that for pledge advances The requirements regarding 
margins, etc , prescribed by the State Ban! are the same as those which 
the co-operative banks have been advised by the Reserve Bank to 
observe and which are indicated later in this chapter The Committee 
on Co-operative Marketing which had considered, inter aha, the ques- 
tion of financing of co-operative marketing activities by the State Bank, 
pomted out that the progress made by the State Bank m this sphere 
had not been appreciable The Committee observed that even the few 
co-operatives Much had been granted credit limits by the State Bank 
direcdy had not utilized them fully, as much as 70 to 80 per cent of the 
limits remaining undrawn in many instances 

50 The credit requirements of marketing societies in respect of 
working capital have so far been met by the central and state co- 
operative banks widi the help of refinance facilities from the Reserve 
Bank and the State Bank This has proved more or less adequate 
because co-operative marketing has not developed to any significant 
extent. However, in the changed context when the marketing societies 
are expected to handle agricultural produce and inputs on a vastly 
increased scale, their credit requirements wall expand considerably and 
will have to be met fully, in time and on suitable terms Considering 
the limited resources of the co-operative banks and the demand from 
the other sectors of the co-operative movement, it is doubtful if the 
co-operative banking structure can meet adequately the credit needs 
of the marketing societies in future We are of the opinion that, with 
their past experience of financing the movement of agricultural pro- 
duce, fertilizers, etc , in the private sector, die State Bank, its subsi- 
diaries and the other commercial banks are eminendy fitted for meet- 
ing the working capital needs of co-operative marketing societies 
51. For some years past, the State Bank has been providing work- 
ing capital to co-operative marketing societies but such finance has 
ordinarily been routed through the central banks Direct finance to 
co-operative marketing societies is at present given by die State Bank 
only in a few cases and with the prior consent of die Registrar of 
Co-operative Societies and/or of die concerned co-operative banks It 
is understood that often there are undue delays in getting such consent. 
On the question of direct versus indirect finance, the Committee on 
Co-operative Marketing took the view diat it w r ould ordinarily be 
advantageous for marketing societies to obtain marketing finance from 
die State Bank of India dirough the normal co-operative banking 
structure but that no rigid pattern need be followed m all cases and 
that, m certain circumstances, bigger marketing/processing socieocs 
might fird it advantageous and convenient to obtain marketing 
finance from the State Bank branches located at or near their 
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headquarters rather than from the central bank located farther away. 
Incidentally, it may be mentioned that the Conference of Chief 
Executive Officers of Apex Co-operative Marketing Societies and Joint 
Registrars (Marketing), held m New Delhi m June 1967, had suggested 
that with a view to making the borrowings of the marketing societies 
cheaper, die State Bank should provide funds direct to the marketing 
societies. We may re-state here briefly the points which have been 
urged in fa\ our of direct financing of marketing co-operatives by the 
State Bank and diosc agamst it. 

In favour of direct financing 

(1) Direct financing will be cheaper to the borrowing co-operative 
marketing societies by 1 to 2 per cent. 

(n) In view of the strong competition faced from private trade, 
any saving m costs of borrowing which marketing co-operatives can 
gain by borrowing direct from the State Bank, will improve their 
economic viability. 

(111) Direct financing will avoid the possible bottlenecks caused by 
the ceiling on the borrowing power of the central co-operative banks. 
(iv) Marketing societies will be spared from locking up a part of 
dieir owned funds in shares of the lending central co-operative banks 
(a) With the rapid branch expansion programme of the State Bank, 
it wall be easier for marketing societies to obtain finance from these 
branches instead of from the central co-operative banks situated 
far away at die district headquarters 

(w) Some of the preference for financing through the co-operative 
banks is based on the past experience that they are somewhat lax m 
the insistence on margins and other requirements. This attraction 
will cease to be effective once their procedures for financing of non- 
credit co-operatives arc also tightened up, as is being done, at present, 
on the advice and persuasion of the Reserve Bank. 

In favour of indirect financing 

(l) This will help to preserve the discipline of co-operative credit. 
(11) Marketing societies are used to dealing with central co-operative 
banks and further, because of the common bond between them, 
the central banks are more likely to adopt a flexible approach in 
matters relating to sanction of loans, repayments, etc. 

(m) As for the fact that the State Bank has branches at taluka and 
mandt centres, so are central co-operative banks opening branches at 
such centres 

(to) Delay and inconvenience involved m direct financing by the 
State Bank will far outweigh the small difference in interest rates. 
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(o) It is not in many cases that the lack of borrowing power of the 
central co-operative banks will prove a bottleneck m obtaining 
finance from the State Bank 

52 We are of the opinion that this entire question needs to be 
reviewed m the new context in which the credit needs of these insti- 
tutions are bound to be much beyond the capacity of the co-operative 
banks to provide In the circumstances, insistence on obtaining the 
formal consent of the Registrar of Co-operative Societies and the co- 
operative financing agency would result only in obstructing the free 
flow of credit to the marketing societies We, therefore, recommend 
that such consent need not be insisted upon in future for each society 
and that a general consent from the state government for the societies 
m the state as a whole should suffice We have recommended earlier 
that working capital required by marketing co-operatives for distribution 
of inputs should increasingly come from the State Bank and other com- 
mercial banks We similarly recommend that these banks should also 
normally meet their working capital requirements arising out of 
marketing of agricultural produce and that such funds should, by 
preference, be provided direct to the concerned marketing societies, 
though there need be no bar on indirect financing, if the institutions 
concerned prefer that arrangement 


Norms for Marketing Finance 

53 In March 1965, instructions were issued by the Reserve Bank 
laying down the norms for the financing of co-operative marketing 
societies which, as amended subsequently, are summarized below 
The co-operative banks are expected to maintain normally a margin 
of 25 and 40 per cent of the value of stocks in respect of pledge and 
hypothecation advances respectively made to marketing societies The 
sanction of clean cash credit limits alongside the pledge or hypotheca- 
tion limits is discouraged, and where clean limits are in fact sanctioned, 
it is laid down that they should not exceed the owned funds of the 
borrowing agency In order, however, to give some time to marketing 
co-operatives to broaden their capital base and also in view of the 
growing credit needs of the marketing societies, the Reserve Bank 
has made certain temporary relaxations which will be effective up 
to the end of March 1971 One of these is that a bank may sanction 
a clean limit alongside a pledge or hypothecation limit to a marketing 
society, provided the pledge or hypothecation limits do not exceed 
3 Umcs or il times respectively of the disposable part of the owned 
funds of the institution Further, a clean limit exceeding the owned 
funds of the agency may be sanctioned along with other types of 
limits only if the limit is guaranteed by the state government but it 



CREDIT FOR CO-OPERATIVE MARKETING 907 

should not exceed twice the owned funds of the borrowing insti- 
tution. If the co-operative banks’ advances against pledge or hypo- 
thecation arc guaranteed in full by the government, the minimum 
margin might be 10 per cent for pledge and 20 per cent for hypo- 
thecation However, where the business of the borrowing society is 
solely on government account (as in the case of procurement work) 
and marketing societies act merely as agents of the governments or 
the enure accommodation for procurement work is guaranteed by 
the government, margins to be kept by the bank have been tempo- 
rarily reduced to 5 per cent in respect of pledge and 15 per cent in 
respect of hypothecation advances. 

54 There is an impression that the condiUons laid down by the 
Reserve Bank arc too stringent and that, as a result, the marketing 
insutuuons arc finding it difficult to obtain the necessary funds for 
their operations, particularly when they have been called upon by the 
state governments to undertake procurement operations and distri- 
bution of agricultural requisites like fertilizers. Various high level 
conferences held during the past three years, c g., the All India Seminar of 
Apex Co-opcrati\ c Marketing Societies (1965) and the Meeting of the 
Chief Executive Officers of Apex Co-operauve Marketing SocicUcs and 
Joint Registrars (Marketing) (1965), have asked for a relaxauon of 
these norms It has been urged that, (t) the limits on clean advances 
may be waived in financing special schemes of procurement where 
they arc guaranteed by state government, (zz) where the marketing/ 
processing society is able to provide the requisite margin, the extent 
of plcdgc/hypothccation limit should not be restricted to 3 times/ij 
times the disposable part of the owned funds of the society, (zzz) the 
minimum requirements of margin should be reduced to 5 per cent for 
pledge and 10 per cent for hypothecation advances in respect of chemi- 
cal fertilizers and other inputs, the paces of which arc not subject to 
much fluctuation, and ( w ) the grant of advances should not be made 
conditional on the linking of credit with marketing. 

55 The report of the Working Group on Co-operatives in the 
Intensive Agncultural Distnet Programme Distnets (1965), which 
considered, inter alia, the availability of marketing finance to co- 
operative marketing societies, states that the majority of its members is 
of the view that the conditions imposed by the Reserve Bank regarding 
the provision of marketing finance will restnet the promotional efforts 
at raising the tempo of co-operative marketing operations and that the 
Bank may, therefore, review its policy so as to ensure a smooth flow of 
finance to meet the requirements of the expanding programme of co- 
operative marketing 

56 The Committee on Co-operative Marketing recommended, as 
a transitional measure up to 1970-71, that, (0) where government 
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guarantee tvas available, there need not be any specific upper limit 
wath reference to owned funds as long as the co-operative ban! was 
sausfied about the need for such funds, and ( b ) the central co-operative 
bank might be gn en the discretion to grant, on the recommendation 
of the Registrar of Co-operative Societies, clean credit limits up to 
twace the owmed funds of the marketing societies on the merits of each 
case with reference to the actual needs without insisting on go\ emment 
guarantee The Committee further recommended that state goiem- 
ments might assist deserving societies by standing guarantee for their 
borrowings The protection extended under the guarantee, according 
to the Committee, might be limited in suitable cases to the extent that 
the banks maintained reduced margins These recommendations lia\e 
since been examined and generally rejected by the Resene Bank The 
suggestion for the grant of clean limits m excess of twice the owmed funds 
where a go\ ernment guarantee is aiailable was objected to by the Bank 
on the ground that the resources of the co-operati\ e banking structure 
were so limited that they could not be expected to meet the large 
requirements of the procurement or pnee support schemes without 
affecting their ability to provide finance for their other legitimate acti- 
vities The Rcsen e Bank did not agree with the recommendation that 
clean limits up to twice the owmed funds of the marketing/processing 
societies might be sanctioned on the recommendations of the Registrar 
without insisting on government guarantee, as the Bank felt that this 
would not sufficiently safeguard the position of the financing banks 
The Bank’s new’ was that if the go\ ernment wished to enable a parti- 
cular marketing society to handle a larger volume of business than that 
permitted by its owmed funds, it should augment the society’s owmed 
funds or stand guarantee for such loans 

57 On the w hole, w e feel that the norms laid dowm by the Resen e 
Bank, taken together wath the relaxations temporarily agreed to by it, 
are salutary and should enable the marketing and processing societies 
to borrow adequate funds for their anticipated operations without 
endangering the safety of the funds of the financing banks Whde 
the demand for relaxation is largely based on the inability of the co- 
operatn c marketing societies to strengthen their capital base, account 
has also to be taken of the implications from the point of new of the 
effects on the soundness of the financial position of the co-operati\e 
banks As w e ha\ e earlier pointed out, a large expansion of the opera- 
tions of the co-opera ti\ c marketing structure is likely It cannot be 
assumed that there wall automatically be a corresponding strengthening 
of tins structure cither in terms of ow n resources or m terms of opera- 
tional efficiency and imprm ed quality of professional management. 
Neither is the position of co-opcratn e banks such that thcy r can take 
these risks in their stride, as in almost all the parts of the country they 



CREDIT FOR CO-OPERATIVE MARKETING 909 

are faced with heavy ovcrducs and arc already stretching their financial 
and operational capabilities to the utmost to meet the pressing and 
expanding needs of credit from co-operatives in the various sectors. 
Any undue relaxation of norms beyond the limits conceded by the 
Resen c Bank is not, in our view, desirable. The answer to this situation 
is to take urgent and active steps for strengthening the owned funds of 
co-operative marketing societies on the lines which we shall discuss in 
the next section Meanwhile, there is only one modification in the stand 
taken by the Reserve Bank which we would commend for its considera- 
tion This pertains to the ceiling of twice the owned funds imposed 
on the clean limit sanctioned to a co-operative marketing society on 
gov'crnmcnt guarantee Though we do not agree with the Committee 
on Co-operative Marketing that this ceiling should be removed al- 
together, we suggest that it may be raised to three times the owned funds 
in deserving eases if the Registrar of Co-operative Societies is satisfied 
on a special 1m cstigation that the society is working on sound lines, 
that the clean advances arc not being utilized for providing margins 
for pledge and hypothecation advances and that the needs of the 
markcung society urgently call for such relaxation 

Owned Funds 

58 With the growing diversification and expanding volume of the 
operauons of marketing co-operatives and the related need for large 
borrowings from co-operative and commercial banks, there is also an 
increasing need for augmenting their owned funds as it is from this 
source that they can maintain the stipulated margins It is also from 
owned funds that ‘ trade credits ’ to purchasers and investment in 
shares of the federal institutions and the co-operative financing msti- 
tuuons may have to be financed In relation to these needs, the present 
owned funds of the co-operative marketing societies are totally in- 
adequate. As on 30 June 1967, the share capital of primary marketing 
societies amounted to hardly Rs 22 crorcs, whereas it is estimated 
that their requirements of margin money in respect of credit for ferti- 
lizer distribution alone would be of the order of Rs 13 to 19 crores 
by the year 1970-71 One of the urgent tasks before the co-operative 
marketing societies is to strengthen their owned funds, both by obtain- 
ing additional share capital contribution from government and by 
ncrcasmg the contributions from members 
59 The state government’s contribution to the share capital of 
narketing societies is generally made so as not to exceed a specified 
Proportion of the members’ contribution, the ratio of the latter to the 
ormcr varying from 1 1 to 1 4 in different states according to 

he stage of co-operative development The National Co-operative 
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Development Corporation provides to the state governments 75 P er 
cent of the amounts so contributed as loans repayable in 15 equal 
annual ins talm ents The contribution is generally limited to Rs 25,000 
but can go up to Rs 1 lakh for societies selected under the scheme 
of outright purchases State participation in share capital has been 
substantially stepped up m recent 7 ears, the total for the state and 
primary marketing societies having gone up from Rs 6 69 crores m 
1963-4 to Rs 18 87 crores m 1966-7. We are of the view that in the 
context of the responsibilities entrusted to the co-operativ e marketing 
structure for supply as vv ell as marketing activities, their share capital 
structure will need to be further strengthened very considerably, if 
they arc to borrow' from banks on a correspondingly large scale 
Ideally, such additional share capital should come from members 
through steps to which we refer in the following paragraphs This, 
however, will take time and can only take place in step with the 
expanding marketing business Meanwhile, the need for larger owned 
funds will have to be met by r government contribution We understand 
that provision has been made for the purpose in the Fourth Plan and 
generally recommend that state gov emments should contribute to the 
share capital of marketing societies on the scale that they mav require 
60 It would appear that, till recendy', sufficient attention was not 
paid to the building up of the share capital of marketing soaeoes by 
contribution from members As at the end of the year 1966-7, the total 
paid-up share capital of primary marketing societies stood at Rs2i *86 
crores of which the members’ contribution represented only' Rs 7*42 
crores or about 34 per cent. Of the increase of Rs 14 37 crores over 
the level of Rs 7 49 crores at the end of 1960-61, government contri- 
bution alone accounted for Rs 10 88 crores The Conference of the 
State Ministers of Co-operation held at Bombay' in November 1965 
suggested the following measures for strengthening the share capital 
of primary marketing societies . 

(t) Ev erv village society within the area of operation of a marketing 
society should be enrolled as a member and should contribute to the 
share capital of the primary markeung society a certain proportion 
of its paid-up capital The quantum of this proportion may be 
determined m the light of local conditions 

(it) Over a period of time, efforts may be made to link the share- 
holding of the village society with the volume of services availed of 
bv it (both on the supply and marketing sides) from the marketing 
society 

(ni) Wherever the value of the minimum share to be taken by 
individual members is low, it should be suitably raised 
(i~) Efforts should be made to enrol a sizeable number of individual 
p-oducer members 
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Role of Managerial Personnel 

62 In order that the marketing societies might be enabled to reduce 
their dependence on borrowed personnel from the government, the 
National Co-operative Development Corporation formulated, m the 
year 1965-6, a scheme for the creation of a pool of managerial person- 
nel m the apex marketing societies for being lent to the affiliated market- 
ing societies It is understood that the apex societies of Assam, Kerala, 
Madhya Pradesh, Mysore, Onssa, Tamil Nadu and West Bengal 
have already created such pools, while the societies in Andhra Pradesh, 
Bihar, Haryana, Maharashtra, Punjab, Rajasthan and Uttar Pradesh 
have accepted the scheme and the estabhshment of the pool is in 
progress We recommend that further efforts be made on these hnes 
to recruit and tram men for the managerial posts accordmg to a phased 
programme 

63 The National Co-operative Development Corporation also 
sponsored in 1964 a scheme for establishing promotional and assess- 
ment cells in the apex marketing societies for taking requisite promo- 
tional interest m the affiliated marketing co-operatives through conti- 
nuous liaison and advice on problems connected with organization, 
finance, marketing techmques and technical know-how These cells 
are to be managed by experts possessing adequate qualifications 
and experience The cost of these cells is to be subsidized by the 
state governments on a tapering basis for a period of five years by 
availing of financial assistance from the National Co-operative Develop- 
ment Corporation outside the state plan ceilings Such cells have been 
sanctioned for, and commenced functioning in, all the state co- 
operative marketing societies except those of Mysore and Tamil Nadu 
We hope that these cells will devote themselves to the task of making 
marketing co-operatives increasingly business-like in their operations 

Production Credit by Marketing Societies 

64 As a matter of accepted policy, the provision of production loans 
is a responsibility of the agricultural credit societies and may be consi- 
dered as lying outside the purview of the co-operative marketing 
societies This policy is based on several important considerations 
Firstly, the provision of production credit by marketing societies, 
especially when this is accompanied by the acceptance of deposits, 
violates the basic principle that there should be no combination of 
trading and banking Secondly, the undertaking of the credit function 
by marketing societies deprives the primary agricultural credit societies 
of their rightful business and undermines their prospects of viability 
Thirdly, the area of marketing societies is often so extensive that they 
cannot exercise supervision with a view to ensuring productive use of 
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It is found that general purpo'c mnrlcting sonetirs in most <.tstr'; 
prmide production credit to tome client Among the rest, cotton talc 
societies and ginning and pressing societies in Gujarat, particularly 
tn Surat district, have been advancing similar credit to their nirm- 
bers for tiic past scscral ^cars A large volume of production credit 
is also provided by sugarcane Mipply '•onetirs m Bihar and Uttar 
Pradesh, by co-opcratisc sugar factories in Andhra Pradesh, Mysore, 
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Orissa and Tamil Nadu and by the specialized commodity market- 
ing societies dealing in coffee, cardamom and oranges in Goorg 
district of Mysore. We may also mention here that, recognizing the 
difficulties of an immediate switch-over from marketing societies to 
primary credit societies for provision of production credit where such 
credit has been provided traditionally by the former, the Reserve 
Bank has, by way of exception to the general rule, agreed to the co- 
operative sugar mills granting production credit to their members 
in certain areas where primary credit societies are financially or other- 
wise weak, as a transitional arrangement Similarly, it has been agreed 
that marketing societies in the Mysore State might provide such credit 
in areas where primary agricultural credit societies are unable to dis- 
charge this responsibility In both the cases, it has been stipulated 
that a programme of revitalization of the primary agricultural credit 
societies should be drawn up so that they can eventually take over 
the function of providing credit from the marketing/processing societies 
66 Some of the official and non-official co-operators who met us 
have pleaded for the continuance of the practice of marketing societies 
providing production credit, mainly on the following considerations 
(:) The switch-over to primary credit societies for supply of production 
credit in areas where it is being traditionally supplied by marketing 
societies is difficult, because the link between these two societies is 
feeble and, therefore, the arrangement under winch credit is provided 
by the credit societies and inputs are supphed by marketing societies 
may not work smoothly (n) The supply of credit by marketing societies 
ensures effective linking of credit with marketing (m) It serves as an 
inducement to the members to sell their produce through the marketing 
societies The business of these societies may be adversely affected if the 
supply of producUon credit by them is completely stopped ( iv ) The 
specialized commodity societies cater to the requirements of a 
special type of cultivator whose requirements of production credit 
are considerably higher than those of the normal cultivator This 
is specially true of sugarcane as also of plantation crops where 
the loan requirements are usually large The primary credit socieucs 
may not be able to meet the needs of these culUvators fully because 
firstly, the individual maximum borrowing limits of these societies 
arc usually very low and secondly, even if these limits are raised, it is 
doubtful if their loanable funds will be adequate to meet the require- 
ments fully ( v ) Specialized marketing societies not only provide 
extension services but also often distribute to their members, on credit, 
inputs such as improved seeds, required quahty of fertilizer mixtures, 
etc., to improve their yields and also to get the produce of the required 
quality It will be unrcalisuc to insist that these socieucs should distri- 
bute the inputs against cash and ask the members to obtain loans from 
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the credit society to pay for these inputs, (pi) There arc many areas m 
the country where agricultural credit societies arc dormant or moribund 
and are handicapped in borrowing and lending afresh because of their 
heavy ovcrducs Their inability to provide production credit can 
adversely affect the prospects of the successful working of the co- 
operative marketing and processing societies. 

67 On a review of the experience available m this regard and the 
points of view put forward before us, we have come to the conclusion 
that it is not a satisfactory arrangement, in the long run and as a 
general rule, for the marketing societies to provide production credit 
to their member-cultivators and that the normal arrangement should 
be for the agricultural credit societies to meet these requirements 
It is only m areas where agricultural credit societies do not exist or are 
dormant and hence unable to adsancc loans that provision of pro- 
duction credit by the marketing societies may be permitted as a transi- 
tional measure There arc, obviously, sucli pockets in the country and 
if there is a well-knit marketing society which is confident of collecting 
produce from the cultn ators and selling it to their advantage, we feel 
that there should be no obstacle in the way of production credit being 
advanced to these cultivators by tlic marketing society. At the same 
time, steps should be taken to ensure that this is only a short-term 
expedient and that the long-term arrangement will be to route such 
loans through agricultural credit societies. If this is to happen, it is 
necessary that there should be a concrete programme for organizing 
or revitalizing agricultural credit societies in the area of the marketing 
society so that they will in due course be equipped to meet the produc- 
tion credit needs of the member-cultivators At that stage, credit and 
marketing will be dealt with by different societies which, while being 
distinct organizationally, will maintain a close liaison with cacli other 
from the point of view of recoveries Our conclusion, therefore, is that 
in these areas marketing societies may provide production credit to 
members on a transitional basis wlule specific steps are undertaken for 
ensuring that active agricultural credit societies are brought into posi- 
tion in every part of the area of operations of such marketing societies. 

68 There arc a few other instances m which, in our view, provision 
of production credit may have to be taken up by the marketing society 
not merely on a transitional basis but more or less as a permanent 
arrangement We have in mind areas such as the tribal areas, those 
where plantation crops arc cultivated, etc In their ease, it is doubtful 
if it will be possible at all to organize agricultural credit societies 
as the area will be too large for the effective functioning of a primary 
agricultural credit society A similar case is that of the commodity 
marketing societies whose produce, c g , fruits and vegetables, has to 
be processed before sale and for which there is a specialized framework 
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of operations, 1 e., credit, marketing, processing, extension and so on, 
winch will have to be taken up as an integrated process and hence, 
combined m a single agency It would appear that in such cases, i e., 
where, as m tribal areas, it is not practicable to organize a credit 
society for one or two villages, or credit is only an incidental and 
small part of the total co-ordinated effort, or the economy is dominated 
by a single crop, the marketing societies have to be permitted to provide 
credit wherever called upon to do so 

69 Finally, we would like to emphasize the need for flexibility 
In each case where marketing societies are providing production loans 
to cultivators, it has to be examined whether they fall into any of the 
categories listed above where this may be permissible m the short 
run or on a permanent basis It appears to us that, even after the 
existing situation has been examined with reference to these criteria 
and a decision has been taken, account should be taken of the fact that 
there are a number of instances in which this represents an old tradition 
wluch will not be easy to change, especially where local opimon is 
not dissatisfied with the existing set-up 'Where this is a long established 
practice, which has been working smoothly and satisfactorily according 
to local judgement, any attempt to discontinue these arrangements 
abruptly would be neither expedient nor useful We suggest, therefore, 
that in instances where production credit is to be given up on the 
basis of the criteria indicated earlier, the required change may be 
brought about gradually so that they fall in hne -with the generally 
accepted pattern in stages and without any undue dislocation 


Linking of Credit with Marketing 

70 An important element of the integrated scheme of rural credit 
recommended by the Rural Credit Survey Committee was the linking 
of co-operative credit with marketing, to be brought about by arranging 
for the sale of produce of members of primary agricultural credit 
socieucs through the marketing societies and the recovery of the pro- 
duction credit advanced to them from out of the sale proceeds The 
need for such linking has also been stressed by various other committees 
on rural credit in the last two decades This issue has now assumed 
urgency because the steep increase in the volume of production credit 
supplied by co-operatives has come to be accompanied by mounting 
ovcrducs Further, the various measures of liberalization which are 
being introduced in the lending policies of the co-opcratne credit 
insutuuons arc enabling the members to borrow much larger amounts 
from their socieucs than in earlier years Unless measures are taken to 
ensure prompt recoveries, the co-operauve credit structure may suffer 
stagnauon, if not a set-back, in several parts of the country. 
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71. Wc shall, at the outset, recall the various measures 'recom- 
mended by die Government of India in August 1962 for the effective 
Unking of credit until marketing. These were, briefly, as follows . 

(1) While advancing production credit, die primary credit society 
should obtain, m addition to die bond, an agreement from its 
member to sell his produce or at least such part of it as would be 
sufficient to repay the loan through the markcung/proccssing society 
to which die primary credit society is affiliated. Tins agreement 
should also authorize the markcung/proccssing society to make 
such deductions 

(it) The responsibility of the marketing society to make a deduction 
and to pass on die amount to the credit society should be properly 
defined 

(111) Some time before the harvesting of the crops, the primary 
society should furnish to the marketing society a demand list showing 
the names of the members and the amounts due from them 
(ip) The village society should keep a watch over the progress of 
the hancst and ensure diat members honour the agreements given 
by them 

(v) When the produce is sold or a loan is advanced against the 
pledge of produce, the marketing society should deduct the loan due 
to the village society and pay only the remaining amount to the 
member. 

(«) The supervisory staff of the central co-operative bank/Depart- 
ment should be made actively responsible for linking credit with 
marketing and required to tour the areas during the harvesting season 
and assist the village credit societies m this task 
(vtt) The dates of repayment of co-operative production loans should 
be related to the period of harvest as far as practicable 
It was also suggested that the following incentives might be offered to 
make the scheme attractive to the borrowers and the societies • 

(0 preference in giving small consumption loans, where such loans 
arc given by primary agricultural credit societies, may be shown 
to members who have sold produce through co-opcrativcs , 

{‘0 a loan repaid through marketing of produce, the member 
concerned may be allowed a suitable rebate m the rate of interest, 
(ui) the central co-operative bank may give a rebate m the interest 
on a loan repaid by the primary agricultural credit society through 
a marketing society , 

(w) the extent of effective linking may be made a criterion for 
determining the audit classification of the society and the eligibility 
for a credit limit from the central bank , and 

(°) P mcs ma y be awarded at the state level to primary societies 
where linking is most effective. 
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72. As we ha\ e pointed out earlier, the Reserve Bank has stipulated 
that the short-term agricultural loans advanced earlier by the primary 
agricultural credit societies and the instalments of medium-term loans 
should be deducted from pledge loans against agricultural produce 
given by marketing societies to members of agricultural credit societies 
and that pledge loans may be advanced only to those growers who 
agree in writing to sell their produce through the marketing society 
In the Crop Loan Manual published by the Reserve Bank, the following 
steps have been suggested for bringing about an effective link between 
credit and marketing 

(1) All credit societies should not only become members of the 
marketing societies, but also agree to contribute at the rate of 2 
per cent of their loan turnover to the share capital of marketing 
societies, as recommended by the Action Programme of the Govern- 
ment of India. 

(it) Stipulation may be made under which every borrower from 
the primary credit society is compulsorily required to repay a 
proportion of the loan taken by him in kind through sale of the re- 
quisite quantity of produce to or through the marketing society 
This proportion, which is to be decided by the annual field workers’ 
conference, is to be kept at a fairly low level to begin with and 
raised gradually 

(in) Specific sanctions in the form of penal interest, loss of eligibility 
for loan for the next season, etc., should be laid down against breach 
of the obligation 

(10) As an inducement to the cultivator to sell his produce through 
the marketing societies, encouragement m the form of additional 
loan up to 5 to 10 per cent of recoveries out of sale proceeds during 
the previous year may be advanced Another incentive suggested 
is the provision to such cultivators of the cash component (a) of the 
loan for the next season at a date earlier than that for other cultivators 
73 Some progress has been achiexed in recent years m forging 
an organic link between co-operative credit and marketing institu- 
tions, as Table 7 on the progress m regard to the affiliation of the 
former to the latter shows It is reported that the percentage of 
affiliation of primary credit societies w r as the highest in Tamil Nadu 
(95 4) followed by Madhya Pradesh (92), Maharashtra (91 5) and 
Gujarat (90) 

74. It is also observed that, m most parts of the country, agri- 
cultural credit soaeues secure from their members an undertaking to 
sell their produce through the co-operative marketing society to which 
the credit society is affiliated and to allow the marketing society to 
deduct the credit society’s dues out of the sale proceeds However, 
in pracUcc such agreements arc not taken seriously cither by the 
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Table 7 

Affiliation of Agricultural Credit Societies to Marketing Societies 

Thousands 


Tear 

Total Number of 
Agricultural 

Credit 

Societies 

Number of 
Societies 
Affiliated to 
Marketing 
Societies 

Percentage of 
Column (3) to 
Column (2) 

(1) 

(2) 

(3) 

(4) 

1955-6 

160 

6 

4 

1961-2 

215 

90 

42 

1963-4 

211 

121 

57 

1966-7 

176 

130 

74 


Source Review of Co-operative Agricultural Marketing, Processing, Supplies and 
Storage in India 1966-7 — National Co-operative Developmen Corporation 


members or by the societies and are very often not honoured. The 
actual progress made in effecting loan recoveries through marketing 
societies has, therefore, been rather limited, although the proportion 
of such recoveries to the total recovenes of the co-operatives has been 
gradually increasing, as is borne out by the following table : 


Table 8 

Recoveries Effected through Markettnq Co-operatives 

Rs Crorcs 


Tear 

Short-term and 
Medium-term 
Loans 
recovered 1 

Loans Recovered 
through 
Marketing / 
Processing 
Societies 1 

Percentage of 
Column (3) to 
Column ( 2) 

(1) 

(2) 

(3) 

(4) 

1961-2 

190 33 


5 3 


246 76 

14 98 

6 1 

1964-5 

287-83 

30 28 

10 5 

1965-6 

279 97 

33 25 

11 9 

1966-7 

278 34 

46 06 

16 5 


•Source Statistical Statements relating to the Co-operative Mo\ ement in India. 
•Source Review of Co-operative Marketing 1966-7 — National Co-operative 
Development Corporation. 


Though, -Within a period of five years, the proportion of recovenes 
through marketing societies to the total recovenes of pnmary credit 
societies had gone up from 5 per cent to nearly 1 7 per cent, the state- 
tvise progress was rather uneven Four states, viz , Gujarat, Maha- 
rashtra, Mysore and Uttar Pradesh, among themselves, accounted for 
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92 per cent of the total short and medium-term loans recovered by 
co-operatives through marketmg/processing societies In Andhra 
Pradesh, Bihar, Orissa, Rajasthan and West Bengal, such recoveries 
were insignificant. Even m the states where the proportion of such 
recoveries was high, progress was significant only in a few areas covered 
by certain cash crops Thus in Maharashtra, co-operative sugar fac- 
tories accounted for a major portion of loans recovered in the state 
through linkage Similarly, in Gujarat, the bulk of such recoveries 
was effected through cotton ginning and pressing societies 

75 We shall now give m some detail the results of a set of surveys 
undertaken by the National Co-operative Union Of India (Committee 
on Co-operative Training) into the problem of linking co-operative 
credit and marketing as this, to our knowledge, is the only systemaUc 
investigation conducted into this important subject The Committee 
undertook sample surveys in four states, viz , Gujarat, Maharashtra, 
Uttar Pradesh and Tamil Nadu in 1964-5 The study revealed that 
substantial recoveries had been made through sale proceeds in Gujarat 
and Uttar Pradesh while in Maharashtra and Tamil Nadu, except in 
some areas, the recoveries m kind were almost insignificant It was 
observed that efforts were made m different areas in varying degrees 
to link co-operative credit with marketing Everywhere the credit 
societies had affiliated themselves to the marketing societies and, 
while advancing loans, took a signed bond from the members to the 
effect that they would sell their produce through the marketing 
societies and repay the loans from the sale proceeds However, nowhere 
had the societies sought to enforce the agreement strictly m its legal 
sense Though there were some instances of fictitious adjustment in 
Uttar Pradesh, it was only in this state that die societies could think 
of compulsion by way of not accepting cash recoveries up to a partic- 
ular date, and penahzing those who had not repaid in kind Otherwise 
m general, societies depended mainly on persuasion and additional 
mccnUves to bring about the hnk between credit and marketing The 
mam incentive offered in Gujarat and Maharashtra was the sanction 
of additional, liberalized credit to members who repaid the loans from 
the sale proceeds In certain areas of Gujarat and Maharashtra, the 
individual credit limits were related to the value of past sales through 
the society The immediate offer of fresh loans after repayments were 
made m kmd was another effective mcenUve offered m all the districts 
of Uttar Pradesh and in Sangli district of Maharashtra Briefly, the 
findings of the study were as under 

In Tamil Nadu, most of the agricultural produce was sold at the 
village level and the marketing societies were unable to attract the 
members’ produce for sale at their headquarters Credit socicues 
did not send their demand lists to the marketing socieucs No 



921 


RELATED ISSUES 

incentives or disincentives were offered to encourage the members 

to participate m the linkage programme. 

In Maharashtra, societies could successfully link credit with 
marketing only in areas where most of the members grew sugarcane 
either for sugar factories or m areas where marketing societies had 
taken deep roots in jaggery markets. In respect of crops other than 
sugarcane, wherever members sold their produce through marketing 
societies, the primary credit societies could not recover the loan 
amounts from the sale proceeds 

In Uttar Pradesh, the link was sought to be established only 
between the large-sized societies and marketing societies The small- 
sized multipurpose co-operatives, cane unions and marketing federa- 
tions were not involved m the implementation of the programme. 
Here again, the linkage was successful only in areas where most of 
the marketable surplus of cereals and pulses was sold in the mandies 
and where primaries were organized as large-sized societies managed 
by full-time paid staff and working directly under the Department. 
The extent of linkage achieved in successful areas was quite remark- 
able There were broadly two factors that contributed to the success- 
ful linkage Firsdy, most of the cultivators jomed the co-operatives 
only after 1956 and were given to understand, right from the begin- 
ning, that co-operative credit would be available only if repayments 
were made from the sale proceeds of the crops Secondly, marketing 
societies were organized afresh m the unregulated natural markets 
to which cultivators traditionally were more accustomed to take 
their produce for sale through the commission agents than was the 
case in other states Repayments in kind were insisted upon strictly 
on legal grounds irrespective of the availability of marketable surplus 
with the members There were no exemptions and few incentives. 
There were reported to be many malpractices and fictitious adjust- 
ments Members sold the produce through the society only to the 
extent of the loan and the rest through the private traders. The 
whole accent of the linkage programme was on the volume of 
recoveries by the marketing societies and not on how they were made. 

The linkage in its real sense was a complete success only in Gujarat. 
There were some special features favourable for the implementation 
of the programme Unlike in other states, m Gujarat, before the 
introduction of the integrated scheme, the co-operative marketing 
movement was highly developed The cotton sale societies had been 
advancing production loans to their members and had been recover- 
ing them from the sale proceeds of the cotton pooled by the members 
Alter 1956, when some of these societies were persuaded to give ud 
ar credit function in favour of the primary societies now affiliated 
to them and to confine themselves only to the marketing function, 
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the problem for them was not that of forging a link between credit 
and marketing but only that of reorganizing the hnk that was 
already m existence The link between credit and marketing was 
established only m areas where cotton ivas the sole marketable 
surplus crop and where pooling of cotton was universally practised 
by the members Wherever poohng was not developed, linkage 
could not be effected Thus, development of the genuine marketing 
movement was the principal factor for the successful linkage m 
Gujarat The reorganization of linkage had strengthened both the 
credit and the marketing movements 

76 The study has also thrown up a number of points relevant to 
the effective linking of credit with marketing Firstly, there were some 
cultivators who did not sell any crop whatsoever. This section of 
farmers could not be expected to repay the loans from the sale proceeds 
of the crops, as their repayments had to come from the income from 
sources other than crops Secondly, the study revealed that there was 
a large gap between the crops grown and sold Only a few sold the 
whole crop raised and they came mostly from Gujarat where cotton 
was the only crop grown The discrepancy increased with the content 
of food crops in their respective croppmg patterns Again, out of 820 
members who had marketable surplus, 144 members sold produce 
worth less than the crop loans they had received, while for 62 members 
the value of sales was less than half of their co-operative loans These 
came mostly from Uttar Pradesh and Maharashtra and were spread 
out in all the groups arranged according to size of holding Thirdly, 
marketing societies, as organized and working at present, proved to be 
ineffective for the purpose m question as they had been organized 
mostly m the regulated markets and handled only the crops brought 
by the members to the market They had a very large area of opera- 
tions covering a maximum number of 505 villages and distance of 35 
miles each Most of the marketing societies handled only certain 
important crops and that too for the most part as commission agents 
The societies normally did not undertake any outright purchases and 
attempts made in that direction, if any, were irregular and negligible 
In those areas, where there were more co-operative agencies than one 
dealing with the marketing of agricultural produce, some of which 
were processing soacUcs, while others were single commodity societies, 
co-ordination for the recovery of the loans of the credit socieucs 
became an almost impossible task. It was also observed that the 
primary credit societies m general had been working as passive observers 
and had not actively parucipated in the development of co-opcrauvc 
markcung and the linking of credit with marketing 

77 In the High-yielding Varieties Programme areas, where credit 
given is on a much larger scale than elsewhere, it is necessary that the 
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entire recovery of such loans should be made from out of the sale 
proceeds of the members’ produce The Reserve Bank, while sanction- 
ing special credit limits to co-operative banks for meeting the require- 
ments of members of co-operative credit societies joining the High- 
yielding Varieties Programme, had specifically laid down that the 
grant of such limits would, inter alia, be governed by this consideration. 
The Foodgrains Policy Committee (1966) also recommended a close 
lmk up between procurement of foodgrains and State-sponsored or 
State-aided programmes in areas of intensive agricultural programmes. 
The Committee felt that the additional assistance in terms of fertilizers, 
seeds and credit, given m these intensive agricultural production areas 
would yield additional output of foodgrains and that this additional 
yield should be procured by co-operative societies participating m the 
programme We endorse this recommendation and suggest that special 
steps be taken to achieve effective linking of credit with marketing 
particularly in the High-yielding Varieties Programme and other 
mtensix, e agricultural areas 

78 So far as the food procurement operations are concerned, 
although in the initial stages there was some reluctance m some states 
on the part of the officials in charge of the programme to effect recovery 
of co-operative dues through the sale proceeds of the gram procured, 
sizeable amounts have been recovered under the programme in some 
areas during recent years It is reported that during the year 1965-6, 
marketing societies in Maharashtra had recovered Rs 90 lakhs of 
production credit advanced by primary agricultural credit societies 
under the jowar procurement scheme and that, in Madhya Pradesh 
such recoveries amounted to Rs 1 40 crores under the monopoly 
procurement programme. 

79. As we have pointed out earlier, the question of effecting 
recovery of co-operative dues through marketing societies out of sale 
proceeds of their members has assumed paramount importance in view 
of the expanding volume of production credit disbursed and the 
imperative need for effecting prompt recoven es. We would, therefore, 
emphasize that the vanous measures, both persuasive and compulsory, 
should be pursued vigorously so as to bring about as early as possible 
an effective linking of credit with marketing We have no new 
measures to suggest. Vanous methods have been proposed or tned m 
the past with varying degrees of success in certain areas What is 
required is an earnest attempt, with the necessary degree of co- 
ordination, on the part of all concerned to try out the measures 
appropriate to the particular area and commodity. The maior 
difficulties m the way of the success of the programme in most of the 
areas appear to us to he in the lack of active interest and involvement 
on the part of agricultural credit societies and the central bank, the 
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ineffectiveness and inefficiency of co-operative marketing societies and 
the inadequacy of co-ordination between these institutions Most of the 
societies have not so far shown much initiative m developing their 
business and, for various reasons, have not inspired confidence in the 
cultivators They have so far been doing mosdy commission agency 
business and their activities are generally confined to market centres, 
there being practically no arrangements for the purchase of produce 
in the villages, where normally the bulk of the produce is sold by the 
farmer Hence these societies are not able to compete -with the private 
trader who makes his purchases m the village itself and also offers 
other services to the cultivator If the programme of linking is to be 
successful, marketing societies have to show greater enterprise than 
they have done in the past From this point of new, it will be helpful 
if, as suggested by the Committee on Co-operative Marketing, primary 
credit societies are appointed as agents of the local marketing society 
for the collection or purchase of agricultural produce at the village 
level and, in the case of outright purchases, the marketing society 
provides advances to the village societies for m akin g immediate payment 
to the growers 

80 Even if all the possible facilities are offered by the marketing 
and processing societies for the purchase of the produce in the village 
itself, some sections of the growers, including members of co-operatives, 
may still prefer, for various reasons, to continue their traditional 
relationship with the private trader Under present conditions, such 
sales cannot be altogether stopped, as there are several practical 
difficulties in compclhng the grower to sell his produce only through 
the marketing society Further, the supply of credit by the co-operative 
is often so inadequate that the cultivator has perforce to borrow from 
the moneylender or trader as well Though such sales are not likely to 
disappear altogether in the foreseeable future, we hope that they will 
gradually diminish in importance as the co-operative agency becomes 
more widespread and plays a more effective role in meeting the 
various requirements of the culuvator 

Storage and Warehousing 

81 An essential requisite for the systematic marketing of agricultural 
produce is the availability of adequate and scicnufic storage Apart 
from other things, poor storage results in wastage Storage needs are 
growing rapidly with increased production and larger marketable 
surpluses A major demand for additional storage arises from govern- 
ment’s buffer stock programme The foregoing items pertain to food- 
grains But much larger storage space than ever before will also be 
required for fertilizers and pesucidcs 
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82 The mam institutional agencies which account for the existing 
storage facilities are the Central Food Department and the Food 
Corporation of India, the state governments, the central and state 
warehousing corporations and the co-operatives Owing to the etiorts 
initiated during the Second Plan, the storage capacity of all these 
agencies increased considerably and reached the position indicated in 
the following table at the beginning of 1 968-9 


Table 9 

Storage Capaotv in Possession of the Various Agencies 

Thousand Tonnes 


Agenty 


Storage Capacity 


Owned 

Hired 

Total 

(1) 

(2) 

(3) 

(4) 

Food Department and Food Corporation 

of India 

2,104 1 

872-1 

2,9 lb 2 

State gov emments 

1,396 2 

1,262 8 

2,659 0 

Central Warehousing Corporation 

651 6 

194 5 

846 1 

State warehousing corporations 

22? 5 

510 7 

738 2 

Cooperatives 

2,517-0 

— 

2,517 0 

TOTAL 

6,896 4 

2,840 1 

9,736 5 


83 It is not easy to indicate with any definiteness, the probable 
storage requirements in the next few years as these will depend upon 
the trends m production as well as the pattern of marketing Certain 
estimates which are available, however, suffice to bring out the 
magnitude of the anticipated increase m demand For example, while 
the total storage capacity of the Central Food Department, the Food 
Corporation of India and state governments was only about 56 lakh 
tonnes at the beginning of 1 968-9, their minimum requirements in the 
context of buffer stock operations are placed at about 70 lakh tonnes. 
So far as the handling of agricultural produce by and on behalf of the 
cultivators and the traders is concerned, the expected increase in the 
quantum of marketable surplus is likely to call for additional storage 
space of about 30 lakh tonnes To consider next the storage require- 
ments for fertilizers, these are estimated at about 69 lakh tonnes by the 
end of the Fourth Plan, of which 32 lakh tonnes may be provided by 
the fertilizer factories and the private sector of the distribution system. 
This may involve that the balance, i.e , about 37 lakh tonnes, will have 
to be arranged for by the co-operatives which command at present 
only about 20 lakh tonnes of storage capacity for this purpose. These 
figures emphasize the need for a substantial spurt in the activity of 
constructing additional storage during the Fourth Plan This, in turn 
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would mean, on the one hand, that resources should be found for 
enabling the central and state warehousing corporations and the 
co-operati\ cs to build more godowns and warehouses and, on the other, 
that steps be taken to facilitate private construction activity m this 
sphere The second related problem, so far as warehousing is con- 
cerned, is that of ensuring that the warehousing system is built up on 
sound and efficient hnes so that it can provide the basis for satisfactory 
arrangements for credit against documents of title to goods Related 
to this is the question of popularizing the warehouse receipt as an 
instrument of credit 


1 Warehousing Corporations 

84 'We hav e already referred in Chapter 2 to the recommendations 
of the Rural Credit Survey Committee in regard to the development 
of storage and warehousing through warehousing corporations at the 
central and state levels In 1956, suitable legislation was promoted by 
the Government of India m the shape of the Agricultural Produce 
(Development and 'Warehousing) Corporations Act which provided the 
legislative framework for the setting up of a National Co-operative 
Dev elopment and Warehousing Board, a central warehousing corpora- 
tion, and state warehousing corporations Accordingly, the Board was 
constituted on 1 September 1956 and the central warehousing cor- 
poration was set up on 2 March 1957. State warehousing corporations 
were set up in all states except Jammu and Kashmir by 1959-60 The 
substantial progress made in the development of warehousing as a 
result of these steps may be observed from the following table* 


Table 10 

Number and Capacitv of Central and State Warehouses 
(As ov 31 March) 



Warehouses of Central ll'erekotttvtg 

Warehouses of State Ware* 

Tear 

Corporation 

housing Corporations 


Capacity 


Capacity 


Punier 

( 7 housand jN urrber 

(Thousand 



tonnes) 


tonnes) 

(i) 

( 2 ) 

(3) 

(4) 

(5) 

1961 

40 

79 0 

266 

277 9 

1962 

60 

123 5 

373 

396 2 

1963 

78 

180 1 

503 

431 9 

1964 

85 

249 1 

523 

N A. 

1965 

85 

206 8 

537 

560 7 

1966 

82 General 1 
18 Special J 

l 301 6 1 

f 289 3 J 

[• 570 

880 5 

1967 

80 General ] 
20 Special 1 

l 307 5 1 

r 442 0 j 

J- 607 

852 9 

1963 

80 General 1 
21 Special j 

1 358 0 1 

r 487 0 j 

[• 629 

738 1 




STORAGE AND WAREHOUSING 9 2 7 

85. Despite recent expansion, the easting storage capacity m the 
possession of the central and state warehousing corporations is likely 
to prove inadequate in the next few years m view of the increased 
demand for these facilities to which we have referred earlier. It has 
been estimated that these corporations wiU be called upon to provide 
io lakh tonnes of additional storage capacity Provision will have to be 
made for the financial outlay required on this account which is placed 
at about Rs 18 50 crores. It will also have to be ensured that the 
available storage capacity is fully utilized, as the occupancy of the 
warehouses of the state corporations has been generally low. 

Advances Against Warehouse Receipts 

86 An important aspect of warehousing relates to the role of the 
warehouse receipt which is issued by the warehouseman as a basis for 
credit. In fact, a major objective of promoting warehousing is to enable 
the agriculturists, traders, etc , to acquire a convenient security in the 
form of the warehouse receipt against which access to institutional 
credit will be possible Therefore, alongside the development of ware- 
housing facilities, efforts have also been m progress to popularize the use 
of the warehouse receipt in this context It was as a step m this direction 
that the Reserve Bank agreed m January 1958 to exempt altogether the 
warehouse receipts of the central warehousing corporation from the 
purview of selective credit controls This relaxation was extended to 
the receipts of the state warehousing corporations in December 1958. 
Preference was also given in the stipulation of margins, which were 
fixed at 40 per cent in the case of key loans, but were usually 20 per 
cent to 25 per cent only m the case of warehouse receipts. These 
relaxations were continued up to January 1963 The State Bank of 
India also agreed to charge on loans against warehouse receipts, 
preferential rates of interest which were £ to 1 per cent less than the 
usual rates of interest As a result of these measures and other factors, 
the advances made by scheduled commercial banks against warehouse 
receipts have been increasing over the years, as may be seen from the 
following table. 


Table 1 1 


Advances 0? Scheduled Commercial Banks against Warehouse Receipts 
(A s on 31 March) 

- - - . Rs Crores 

Tear 


Amount 

(1) 


(2) 

1961 .. 

1964 

1965 

1966 

1967 


5 69 

11 42 

12 44 

16 25 

28 96 
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87. Although the volume of bank advances against warehouse re- 
ceipts has increased, it has not yet reached a le\el commensurate with 
the facilities offered and the scope for credit on this security One of the 
factors which is relevant in this connexion appears to be the reluctance 
of commercial banks to accept warehouse receipts as security m so far 
as the document is not a negotiable instrument m the sense in which a 
cheque is No doubt, Warehousing Acts passed by the state govern- 
ments usually provide that the receipts issued by warehouses should 
be transferable by endorsement and should entide the lawful holder 
to receiv e the goods specified therein on the same terms and condiuons 
as the original depositor For the receipt to be fully negotiable, however, 
it is necessary that a bona fide holder in due course should get an 
unimpeachable title to the goods irrespective of any defect m the Pile 
of his transferor Negotiability m this sense has so far been accorded 
only to instruments containing contracts to pay money or to securities 
representing money such as bills of exchange The absence of nego- 
tiability in these terms need not, however, deter the banks from 
accepting warehouse receipts as security just as even at present they 
accept bills of lading or railway receipts as security All that this would 
involve is that, while accepting such documents, the banks have to 
satisfy themselves as to the title of the holder or the transferee It is for 
this reason that, as a measure of caution, advances against warehouse 
receipts have come to be generally confined by banks to the original 
depositor or to the first transferee IVhile, even with these limitations, 
the warehouse receipt, in our new, should provide an acceptable and 
convenient security, we suggest that the legal position might be 
examined with a view to considering whether suitable legislation can 
be undertaken to make a warehouse receipt a fully negotiable instru- 
ment in the sense to which we have referred earlier 

88 Secondly, the lack of popularity of the warehouse receipt 
results, in part, from the operational shortcomings in the working of 
some of the state warehousing corporations as indicated in Chapter 10. 
Thirdly, it is sometimes said that the credit restrictions imposed by the 
Reserve Bank on advances against agricultural commodities, which 
are partially applicable to those against warehouse receipts, have 
proved to be unfavourable to the development of the warehouse receipt 
as a credit instrument The Bank’s initial policy of exemption of all 
advances against warehouse receipts from the purview of its selective 
credit control measures, to which we have referred earlier, was par- 
tially modified in 1963, when the exemptions enjoyed till then by 
warehouse receipts in respect of stocks of rice and paddy were with- 
drawn The present pohc> of the Bank is to place an overall ceiling on 
total advances (excepting the exempted categories) by scheduled banks 
against foodgrains, and a secondary ceiling widun this ceiling in regard 
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to advances other titan those made against warehouse receipts In the 
lesult, within the overall ceiling, advances against warehouse receipts 
can be made by scheduled banks without any restriction Further, 
while a margin of 40 per cent is prescribed on advances against ware- 
house receipts covering foodgrams, a higher margin of 50 per cent is 
stipulated for key loans 

89 We are of the view that there is considerable scope for the 
warehouse receipt to be developed in the coming years as a convenient 
basis for marketing and trade credit required for handling agricultural 
produce The possibilities m this direction assume additional signi- 
ficance m the context of the increased agricultural production expected 
to result from the adoption of new technology Apart from individual 
farmers and traders, even co-operative marketing societies may find it 
convenient to borrow from co-operative and commercial banks against 
warehouse receipts However, in order to make these receipts popular 
and widely acceptable, measures will have to be taken to remove some 
of the present handicaps Firstly, there is the problem of imparting to 
the warehouse receipts all the attributes of negotiability to which we 
have referred earher Secondly, measures will have to be taken to build 
up the confidence of credit agencies m this form of security In parti- 
cular, there is a need for improving the operational efficiency of the 
warehouses, including supervision at the higher levels, so that the risks 
of fraud and negligence on the part of warehousemen are reduced to 
the minimum We learn that, as a measure m tins direction, the central 
warehousing corporation has introduced surprise inspection of ware- 
houses and a system of tallying stocks with bank records The corpora- 
tion is also reported to be working out in consultation with the State 
Bank details of an arrangement under which a guarantee may be 
provided to the banks against such risks 


Co-operative Godowns 

90 Simultaneously with the development of central and state ware- 
housing corporations, great stress was also laid in the Second and 
Third Five Year Plans on the creation of storage accommodation with 
the co-operatives Programmes for the construction of godowns on a 
large scale, and at various levels, w-ere formulated, with provision for 
government assistance in the shape of loans and subsidies The godowns 
constructed m the co-operative sector fall into two broad categories, 
viz , mandi level godowns and rural godowns Mandi level godowns are 
generally of a capacity of 250 tonnes and are mostly constructed by 
primary marketing societies at mandi centres Larger godowns at 
important rail heads and terminal markets are constructed by higher 
lei el marketing societies, viz, district, regional and apex marketing 


SO 
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federations Rural godowns — generally of a capacity of i oo tonnes — 
are located at village or ‘ hat ’ lei el and are mainly owned by village 
service co-operatu es Cumulate, ely, up to 31 March 1968, total 
goi eminent assistance of Rs 14 39 crores had been provided for the 
construction of 14,883 rural godoivns and 3,496 mandi level godowns 
by co-operatives On the e\e of the Fourth Plan, the total storage 
capacity in the co-operative sector was estimated to be of the order of 
about 25 lakh tonnes In the hght of the increased role expected to be 
placed by co-operatives m the field of agricultural marketing and 
distribution, it is estimated that co-operatives will require additional 
storage capacity of 27 lakh tonnes by the end of the Fourth Plan of 
which 17 lakh tonnes will be for fertilizers and 10 lakh tonnes for food- 
grains The additional capacity of 17 lakh tonnes representing the 
storage requirements m respect of fertilizers to be provided by co- 
operatu cs is proposed to be financed through Plan outlays The rest of 
the additional capacity, viz , 10 lakh tonnes representing an outlay of 
about Rs 18 crores, may be financed through institutional sources such 
as the Agricultural Refinance Corporation to whose scheme for the 
purpose i\e haie alluded m Chapter 27 

91 A major problem is funds for creating additional storage For 
the w arehouses to be established by the central and state warehousing 
corporations and the godoivns to be built by the co-operatives, pro- 
vision may be expected to be available to some extent under the Plan 
Much need will still coast for institutional finance for the purpose, both 
for the co-operatu cs which may require more funds on this account 
than are likely to be aiadable from government and by private parties 
i\ ho may be willing to construct storage capacity for the use of the 
cultivators and the trade. We hope that the commercial banks will 
plav an important role m the development of production-onented 
storage for uhich, as vie have stated earlier, there will be an increasing 
need in the coming years It may be added that, in meeting the credit 
needs for this purpose the commercial and co-operative banks will be 
able to take advantage of refinance facilities available from the 
Agricultural Refinance Corporation 


A atioral Co-operative Development Corporation 

92 Before concluding this chapter, vie would like to male a general 
reference to an aspect of the Integrated Scheme of Rural Credit which 
is intimatciv concerned with the dev elopment of co-operative market- 
ing, processing, etc It mav be recalled that the Rural Credit Survcv 
Committee had envisaged two broad lines of development, each 
operating in close co-ordination with the other One of these pertained 
to co-operative credit and was intended to be pursued by the Reserve 
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Bank as the relevant co-ordinating agency. The other related to the 
integrated development of co-operative marketing and processing, as 
also storage and warehousing, ivith the corresponding responsibility 
for guidance, support and co-ordination being vested m a Nation. 
Co-operative Development and W arehousing Board to be set up under 
the Government of India The latter was to be supported with separate 
special funds for co-operative development and warehousing develop- 
ment and, m terms of organization, by co-operative marketing and 
processing institutions on the one hand and the central and state 
warehousing corporations, on the other. The underlying considerations 
w l U ch led the Committee to recommend this set-up are well known 
The first of these was that this entire gamut of activity connected with 
marketing, processing, etc , was so intimately concerned wth rural 
credit that, for the effective success of co-operative credit, it was 
necessary to organize all this related activity also on an institutional 
(and, to the extent possible, co-operative) basis, support it mth funds 
and co-ordinate it with credit Secondly, support and co-ordination 
from the Centre were required for these tasks even though the effort 
itself had to be conducted in the states Thirdly, it was hoped that, 
through the medium of the proposed Board, it could be ensured that 
the flow of funds for tins purpose to the states, the warehousing corpora- 
tions and the co-opevati\ e institutions would be relatively free from the 
delays and operational constraints of administrate! e red-tape and 
uncertainties connected wth availability of funds from the budget. 

93 As we have mentioned in Chapter 2, certain steps were taken 
in pursuance of this recommendation and some results have been 
achieved. Assistance has been rendered to a number of co-operative 
marketing and processing institutions wlucli ha\ e either been re- 
organized or newly organized , the central and state warehousing 
corporations were established and they have constructed a number of 
warehouses , and a considerable amount of creditable work of a 
promotional nature has been done by the National Co-operative 
Dc\ clopment Corporation in the last few years However, it cannot be 
said that the total achici ement in this field has come up to the earlier 
expectations based on the Rural Credit Survey Committee’s recom- 
mendations Firstly, die administrate e arrangements for die provision 
of subsidies and loans from die National Co-operative De\ elopment 
and Warehousing Board (and now die National Co-operati\ e De\ elop- 
ment Corporation) to die states are such that it operates more or less 
hhe a Central Ministry dispensing assistance to die states Various 
formalities lia\e to be obsened e\en m regard to the funds to be 
disbursed, such as those connected mth the sanction of the Finance 
i firustry, die Planning Commission, etc., and such assistance and the 
corresponding expenditure of the state government have to be kept 
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•Within the Plan ceiling of individual states Secondly, the National 
Co-opera ti\ e Dei elopmcnt and Warehousing Board has been split up, 
•with the establishment of the National Co-operati\e Deielopment 
Corporation, part of the isork being transferred to the central ware- 
housing corporation To this extent, the prospects of centralized 
direction and the mutual co-ordination betueen the programmes of 
co-opcratne deielopment and warehousing deielopment hate been 
affected Thirdh, is hat is most important, with the relatnely limited 
resources at the disposal of the National Co-operatne Deielopment 
Corporation, its effectiveness m initiating policies and pursuing imple- 
mentation has been considerably iseakened If the programme of 
de\ elopmcnt connected with marketing, processing, storage and is are- 
housing had realty made the headssav it is as expected to, it should 
hasc been possible to count on the availability, at present, of a is hole 
framcisork of institutions, staff, godowns, etc , for use in any appro- 
priate context, ishether it be for effectue control of prices which the 
go\ eminent ssould want to undertake in conditions of scarcity or for 
any scheme of price support designed for conditions of comparatne 
plenty The basic purposes underlying the is hole set of recommenda- 
tions made bj the Rural Credit Sun ey Committee in this connexion 
are, therefore, as > et far from being fulfilled and only limited progress 
has been made in certain directions The problem of how best 
the National Co-operatue Development Corporation could be 
strengthened and enabled to play the actis e role originally envisaged 
for it therefore needs to be examined Wc do not propose to do this 
outsell es since that isould take us someishat beyond our terms of 
reference We suggest hoiseier an early examination, through such 
means as ma> be considered appropriate, of all the issues connected 
with the uorking of the National Co-operative Deielopment Corpora- 
tion and the central and state warehousing corporations so as to dense 
nays of ensuring that all these organizations, together with the relevant 
co-operatue institutions, make an effectue and co-ordinated impact 
on the marketing, processing and storage of agricultural produce 
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PERSONNEL AND TRAINING 

Like any other business organization, a credit institution can operate 
successfully only if it has personnel with the requisite skills, aptitude 
and competence That this is also an important requirement for an 
agricultural credit institution has long been recognized and emphasized 
time and again by various committees It was, however, in the context 
of the task of implementing programmes for the development of co- 
operative credit that this problem assumed special urgency and signi- 
ficance Tins was reflected in the important place accorded to the em- 
ployment of qualified and trained personnel in the integrated scheme 
of rural credit put forward by the Rural Credit Survey Committee 
m 1 954 In pursuance of the Committee’s recommendations for support 
to the then existing training facilities and for their expansion, various 
steps have been taken to build up, streamhnc and strengthen the 
training facilities for co-operative personnel The demand for qualified 
staff and for arrangements to tram them has now acquired a new 
dimension with the increase in institutional credit requirements of 
agriculture expected to result from the currently operative or pros- 
pective intensive agricultural programmes Whether the credit 
institutions can measure up to this demand will depend, in part, on 
their ability to find personnel of the quality and on the scale required 
for expanding rural credit operations Hence the importance of planned 
and co-ordinated programmes for personnel and training Another 
important aspect of the present situation is that, m view of the multi- 
agency approach now being adopted for meeting agricultural credit 
needs, the problem of personnel has to be considered not only for the 
co-operative institutions, but also for the commercial banks and the 
proposed state agricultural credit corporations 

Personnel for Co-operative Institutions 

2 As important as the quantitative increase envisaged m co-operative 
agricultural credit is the qualitative improvement expected to accom- 
pany it The provision of credit on the basis of production outlays, 
the emphasis on disbursement in land, the seasonality to be observed 
in the pattern of lending and recovery, etc , and other similar refine- 
ments call for field personnel of superior competence and larger number 
than at present Production and investment credit will have to be better 
supervised in order to ensure proper utilization and repayment per- 
formance Co-operative banks will also have to provide larger credit 
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facilities in the shape of pledge and hypothecauon advances for market- 
ing and distribution activities and other non-credit business and hence 
more and better staff to ensure the maintenance of margins, veri- 
fication of stocks, scrutiny of stock statements, etc The banks will also 
be required to mobilize larger resources in the shape of deposits from 
the pubhc and this, in turn, will depend on the ability of the personnel 
to provide a variety of banking services All these tasks presuppose the 
existence of an efficient organization in terms of management and 
staff at various le\els 

3 Despite the training programmes of the past several years, 
the quality of the personnel in the co-operative credit institutions has 
set to attain uniformly high standards of efficiency Wc have referred 
elsewhere to various defects in the working of co-operative banks 
including rising overdues which can be attributed, m a large measure, 
to poor management Again, this weakness is among the major causes 
for the relative inadequacy of co-operative credit m certain areas 
Deficiencies in different aspects and at different levels account for this 
total picture Staff is sometimes insufficiently qualified, often untrained 
or inadequately trained and, in most cases, unsatisfactorily directed 
and supervised In sev eral instances the operations of a co-operative 
bank have expanded fast without a corresponding strengthening of 
the staff especially at the managerial level The personnel employed 
bv co-operative institutions have often been found to lack the capacity 
to shoulder the responsibilities assigned to them and because of this 
handicap, many of them cannot conduct their affairs m the manner 
that thev should If, therefore, co-op era tives arc to prove equal to 
the task that awaits them, they should adopt a systematic, constructive 
and integrated approach to the problem of building up personnel of 
the right quality This requires that closer attention should be paid to 
the policies and procedures for recruitment of managerial and other 
staff and to the arrangements for their training 


A red for Professionaliz'd Management 

4 Wc attach considerable importance to these problems of personnel 
and training for co-operative credit institutions As wc have indicated 
earlier, recent years have watnessed a substantial expansion m the 
volume of co-operative credit in almost every part of the country and 
a much larger increase is likely during the Fourth Five Year Plan 
Their operations wall also become more sophisticated and complex 
in their qualitative aspects, whether they’ concern the raising of re- 
sources or the dispensing of credit The limited experience already 
available in the areas where -intensive agricultural programmes have 
been in operation shows that the critical factor in co-operative credit 
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today at almost all levels is that of competent management This, no 
doubt, requires as a pre-condition that the units should be viable, 

1 e , be able to afford staff of the required calibre So far as the pnmaiy 
agricultural credit societies are concerned, we have elsewhere suggested 
various steps to ensure tins objective and emphasized that we have 
to set our sights fairly lugh instead of contenting ourselves with such 
meagre standards as a loan business of Rs 60,000. At the same time, 
it is important that methods of recruitment, training, office admini- 
stration and field work in co-operative credit institutions should be 
geared to the requirements of competent management in the sense 
in which it is understood in modern business Employment of qualified 
and trained staff is thus part of the bigger task of making co-operatives 
sound and progressive business institutions. A few other aspects of the 
personnel problem have also to be emphasized here One of these is 
that, with the growing size and complexity of the operations of co- 
operative credit institutions, the evolution of new techniques of lending 
and the diversification of their credit operations, the honorary and 
elected management of these institutions cannot be expected to be 
equal to the task of administering these institutions Paid staff of the 
right quality are absolutely necessary m this context It is beginning 
to be realized that the boards of management can at best only take 
decisions on broad pohcies but that the day-to-day administration has 
to be directed by persons who are professionally eqmppcd for the pur- 
pose Hence the importance of professionalized management which 
should be competent as well as independent The second feature of 
personnel requirements which has to be stressed relates to the need 
for credit institutions to employ not only staff with a background of 
banking hut also others who have some knowledge of, or famikantv 
with, agriculture and the related fields such as animal husbandry, 
agricultural engineering, irrigation, etc Both the state and central 
co-operative banks as also, more importantly, the land development 
banks are beginning to feel that though they may continue to depend 
largely on the extension organization of government in the field for 
some time to come, they should gradually build up suitable staff of 
their own Thirdly, account has to be taken of the difficulties which 
arise from the general disinclination on the part of staff to work in 
rural areas, whether it be for a co-operative bank or a commercial 
bank All these factors underline the need for planning recruitment and 
training arrangements well ahead of the time when the need will arise 


Factors affecting Co-operative Service 

5. Despite the improvement in certain sectors of co-operative activity 
and m co-operatively better developed states, service with co-operative 
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institutions does not yet enjoy the status or reputation m the employ- 
ment market which is required to attract personnel of the requisite 
ability The pay scales and conditions of service in the matter of se- 
cuntv , etc., are hardly such as to draw men who are qualified, com- 
petent and dynamic Several of the institutions arey'oung and are yet 
to establish themselves as stable units They cannot, therefore, offer 
attractive salaries Further, c\en where the institutions can afford to 
pa\ better emoluments, scicral of them do not appreciate that this 
is necessary' for ensuring certain norms of efficiency' Again, the paid 
employees, especially at the managerial level, are not sure, in many 
cases, that they can act in accordance with approicd policies, rules 
and regulations without interference bv the elected office-bearers in 
the day-to-day administration Often, there is a lurking fear that the 
career of a manager depends more on the whims and preferences of 
the elected chairman and other members of the managing committee 
w I10 may change from vear to y car rather than on his efficiency' Ev en 
recruitment is said to be dominated, in several instances, by' consi- 
derations of patronage There is also a feeling that, apart from helping 
to determine policies, the elected office-bearers often choose themseh es 
to take a number of individual decisions for day-to-day working and 
administration instead of leaving them to the paid management It 
also happens sometimes that the elected members of the management 
of the co-operatives arc not sufficiently knowledgeable in many matters 
connected with the working of the institutions and it may' not, therefore, 
be easv for the paid manager to carry' them with him on important 
issues Moreover, the rewards of incentives for outstanding performance 
for stafTin co-opcrati\e institutions are meagre and hardly comparable, 
in general, to those in joint stock concerns Though this picture is 
not cqualh true of all types of personnel or institutions, the fact remains 
that, by and large, co-operative banks and societies arc, at present, 
unable to recruit and retain the services of an adequate number of 
men of the right quality 

G \\ c arc confident that these difficulties will be partially soh cd, 
o\er a period of time, as a result of the evolution and progress of co- 
operate, c credit which may bring in its train certain changes m atti- 
tudes and emironment as also some improvement in the salaries which 
the institutions can offer In the meanwhile, however, there arc several 
steps which co-operative institutions can and should take for getting 
'uitiblv qualified staff and keeping them As the difficulties ex- 
perienced van, from state to state and one sector of the co-opcrativc 
movement to another, so will the strategy for remedial action 
bavc to be varied Wc shall, therefore, set out here the considera- 
tions which, in our view, should govern the general approach in tins 
recard 
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7 . First and foremost, an improvement m tlie climate of co-operative 
employment will come only when the management and membership 
of co-operatives are appropriately educated so as to reorient their 
thinking on personnel problems and relations In particular, it has to 
be brought home to the boards of management of co-operative insti- 
tutions that a co-opeiative cannot stmt on the expenditure on personnel 
of the required quality and expenence if it is to work successfully, and 
that it cannot attract talent and experience in competition with private 
enterprise unless its own terms and conditions of service are comparable 
to those offered by other employers 

8. Ordinarily, a co-operative institution should be m a position 
to pay its staff as well as a private concern, if not better, because unlike 
the latter, it enjoys many advantages in the form of government 
encouragement, assured support of its membership, etc , which should 
normally make its working more economical and profitable It may 
happen that m the initial year or two of the working of some co- 
operative institutions the entire cost of the staff required for its 
efficient operation cannot be met from its own income Recognizing 
the need, for this reason, for some measure of State aid in meeting 
managerial costs during the transition, government is providing 
subsidies towards working expenses m many instances Two factors 
are crucial in this context One is that there must be a consciousness 
of the need to develop the co-operative into a viable unit and a plan 
to do so within a scheduled time The second is that there should be 
a willingness to make the service costlier to the member if that is 
necessary for the purpose of employing adequate staff of the quality 
necessary for service which conforms to certain minimum standards 
To be able to employ such staff, a unit should attain a minimum 
level of turnover in a couple of years if not initially Co-operation 
should, above all, be good business It is a measure of the neglect 
of this basic characteristic that there has been little emphasis m the 
past on viability of units, realistic costing of supplies and services and 
competent management. This, in our view, largely explains the general 
failure of co-operative credit institutions at different levels to employ 
staff of the required standards For each institution, an estimate should 
be made of the minimum business required for the employment of 
adequate staff, contribution to reserves, payment of dividend, etc , 
and it should be examined if this can be reached in a couple of years’ 
the current geographical or functional jurisdiction of the institution 
being unaltered It should be further examined whether its geographi- 
cal jurisdiction could, for this purpose, be enlarged or more functions 
could be taken up It is possible that, despite any such effort, it will 
take some time before the business of the institution reaches a stage 
when staff of the appropriate standards can be paid for adequately 


l 



PERSONNEL AND TRAINING 


938 

given the existing rates of interest on loans, etc. Apart from such go% em- 
inent assistance as may be available, there should be no unwillingess 
to charge the member more for the services rendered to lum in the 
short run, if that is necessary for this purpose For example, it wall not 
do to appoint staff which is poor m quality and inadequate m number, 
merely to retain a low rate of interest on the loan to the ultimate 
borrower A higher rate ma\ be charged initially and reduced m due 
course, as the business of the institution expands on sound lines, follow- 
ing the employment of proper and adequate staff and the institution 
is able to operate on finer margins We ha\ e referred to this question 
in Chapter 23 as also clsew'herc in the Report Our general recom- 
mendation, therefore, is that an important consideration which may 
be kept in mind m determining the margins on which institutions 
operate and the rate of interest which is to be charged on the loans 
adv anced by them should be that the institutions are enabled to employ 
the required number of persons of the appropriate quality for the 
different jobs 


Sfcunh of Service and Prospects 

9 .Yn adequate sense of security of service and the availability of 
promotional opportunities are two other factors which determine 
whether a co-operative credit institution can attract the services of 
competent persons or not. It is a long-standing practice in several 
states to ha\c service regulations of staff drawn up as part of the 
In-laws of the societies These cover matters such as minimum quali- 
fications, method of recruitment, gratuity benefits, procedure for taking 
disciphnarv action, etc., and hate to be approved by the Registrar 
of Co-opcratn e Societies A properly drawn up set of service regula- 
tions would sene as a safeguard against arbitrary' action on the part 
of the management and provide some security and permanence of 
vcmcc to the employees There is also a need for positive educational 
effort to make the managements of co-operatives appreciate that it 
is essential for good business — if for no other reason — to provide 
for a reasonable degree of security of service to their staff and for 
suitable incentives in terms of prospects for promotion and the re- 
cognition of merit or successful work So far as prospects for promotion 
arc concerned, in some states, it is usual to recruit supervisors of 
central banks from among managers or secretaries of primary credit 
'ocieties Similarly, a certain proportion of the vacancies in the junior 
cadres in the Co-operation Department is reserved for selection from 
amongst the supervisors of central banks and secretaries of large-sized 
societies The Committee on Co-operative Administration (1963), 
had recommended that twenty -five per cent of the posts at the lower 
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level (1 e , inspectors grade II) might be filled by selecting suitable 
employees of co-operative institutions and from supervisors/mmisterial 
staff of the Co-operation Department We would suggest that in the 
filing U p of vacancies in federal institutions, hey personnel of the 
affiliated units should be generally preferred, if they satisfy the require- 
ments of qualifications and experience 

10 As we have pomted out earlier, there is a predilection for patro- 
nage of local persons m the recruitment of staff for co-operativcs 
Though persons belonging to the place where an institution is working 
can serve it better and should generally be preferred in new of then 
local knowledge and responsiveness to local needs, experience shows that 
excessive preoccupation with tins consideration can result in the recruit- 
ment of ill-qualified personnel. This defect can be remedied to some 
extent by prescribing minimum qualifications for employment to 
various cadres as indeed the Co-operation Department does m certain 
states The Committee on Co-operative Administration (1963), had 
recommended that * where this had not been done, the Go-operation 
Department may, m consultation with the appropriate federal or- 
ganizations, lay down the qualifications, etc , that should govern 
the appointment of staff in different types of co-operative institutions n 
We endorse this recommendation 

11. Co-operative leadership at all levels has also to be educated 
on the need from the point of view of efficient operation for a clear 
demarcation of the respective responsibilities between the elected 
board of management and the paid executives and other managerial 
personnel and the related need for the latter to be given a degree of 
autonomy to take various individual decisions in conformity with the 
broad policies laid down by the board As we have pointed earlier, 
the boards of several banks do not appreciate that the qualified 
manager is specially equipped for this purpose and that the operational 
efficiency of the institution might be impaired if the paid personnel is 
not left free to deal with these functions within the discipline and broad 
policy directions laid down for them We would only stress the need 
for evolving the right conventions in this regard, though we recognize 
that this will take time 

12 Each co-operative credit institution should learn to anticipate 
its staff requirements and take steps m advance for recruitment and 
training There is a greater chance of securing the right type of per- 
sonnel and ensuring then: loyalty, if suitable persons are recruited at 
a fairly young age and appropriate levels and given tr ainin g both on 
the job and in training institutions Such persons will then be confident 
that they will themselves grow m stature as the institution which they 


1 Report of the Committee on Co-operative Administration, 1963, p 90. 
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sen e males progress and can be expected, therefore, to be not merely 
loyal to it, but also unsparing in their efforts to help it de\ clop 
13 As for the handicap that co-operati\ e semce does not generally 
command sufficient status in the public eye to attract men of ambition 
and competence, this can be o\ erdomc only as the co-operati\ es m the 
concerned sector increase, o\er a period of years, m number, signi- 
ficance and degree of success achiei ed, improi ements are effected m 
semce conditions and nght comentions evohed m regard to matters 
such as dealings with staff 

Common Cadres 

14 A major proposal which has come up from time to time as a 
means of helping co-opcrati\e institutions to employ' competent 
personnel relates to the setting up of common cadres The Rural 
Credit Sur\cy Committee had recommended the estabhshment by 
each state go\ eminent of a co-operatne technical service consisting of 
specialized staff (e g , financial advisers, managers of co-operatn e 
banks, technical personnel connected with marketing, industrial co- 
operation, processing, darning, etc) who could be deputed to sene 
in institutions abo\e the rural base and also a subordinate technical 
sen ice consisting of trained technical personnel to sene institutions 
at the primary lc\cl The State Ministers’ Conference held m 1955 
Much considered these recommendations suggested that common 
cadres might be set up by r the apex co-opcrati\e banks and not by 
the state go\cmmcnts as recommended by the Committee However, 
no cffectnc action was taken to implement this suggestion The follow- 
ing arc the views of the Committee on Co-operati\e Administration 
which studied this question again in 1963 
‘ Wc agree that in the present situation obtaining in many' states, 
"here a large number of co-opcratnc institutions hate requisitioned 
the services of departmental officers, the creation of a cadre will 
mean a significant step towards deofficiahzation of the mosement 
\t the same time, wc arc conscious of the many practical difficulties 
that will ha\c to be encountered in an experiment of tins kind In 
many stites, in the present stage of dc\elopment of the moicment, 
the number of institutions that will be sersed by a particular cadre, 
the uncscn size and business of the institutions and the uncertainty 
of the boards of such institutions being attracted to the idea of a 
cadre, it may be premature to tlnnl in terms of' cadres ’ of personnel 
to rater to different types of institutions such as central financing 
icencic*, pnmarv marketing societies, primary land mortgage banks, 
etc 


1 Kep*rt o p { u ** O* 
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The Committee was, however, of the view that federal organizations 
could help a great deal m the matter of providing their affiliated 
societies wth ffie managerial and other personnel, and that they 
should assume such responsibilities and ensure that their affiliated 
organizations were manned by adequately qualified and trained 

staff , . 

15 The need for the creation of common cadres for certain types 

of co-operative institutions was accepted m principle by the National 
Co-operative Development Corporation which considered this matter 
m 1965 However, in view of the fact that in many states the existing 
personnel of co-operative institutions had been largely borrowed from 
the government, it was suggested that, to begin with, measures should 
be taken to reduce the dependence of co-operative institutions on such 
borrowed personnel The Corporation had suggested in this context 
that federal organizations should be enabled to create suitable pools 
of personnel for lending them to the affiliated institutions and that 
such a pool should form the nucleus of a future cadre. Proposals for 
the formation of pools of personnel were accordingly communicated 
by the Government of India to the state governments. So far as the 
co-operative credit institutions were concerned, the proposals were 
briefly as under 

(l) In the course of the Fourth Five Year Plan, each state co-opcrativc 
bank may be enabled to build up a pool of personnel consisting of 
persons suitable for appointment to the posts of manager, account- 
ant, executive officer, development officer, and cashier of central 
co-operative banks and managers of the more important branches 
The senior personnel of the state co-operative banks, viz , manager, 
assistant manager and accountant could also be brought within this 
pool 

(u) Each state co-operative land development bank may be enabled 
to create a pool of managers of primary land development banks/ 
branches This pool may also include the senior personnel of the 
central land development bank 

(m) At the level of each central co-operative bank, a pool may be 
constituted consisting of the supervisors of the primary societies 
and the full-time paid secretaries of service co-operatives. 

H The size of P°°l should be determined taking into account 
the number of departmental personnel who will have to be replaced 
in due course by the persons recruited from the open market the 
vacancies likely to arise, leave and training reserves and require- 
ments for the additional programmes contemplated during the 
Fourth Five Year Plan. & 

STS' th 'P°° 1 may be granted subs.dy to be 

shared equally by the centre and the states to cover the cost of the 
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posts which arc by way ofleave and training reserves and the posts 

to be added e\ cry' y ear 

16 The Conference of Chief Ministers and State Ministers of 
Co-operation held at Madras in 1968 endorsed the above proposals 
and recommended that state federal organizations should endea\our 
to build up common cadres of personnel for manning the hey posts and 
that each state should bring the cadres into existence as soon as possible 

17 The Maharashtra State Co-operati%'e Bank had appointed, 111 
1958, a committee of its board of directors to consider the constitution 
of a pool of officers and to draft rules for administering the pool The 
rules framed by this committee were considered by a conference of 
central banks held in February' 1965 Since, how e\ er, only a small 
number of central banks supported the proposal, it was not pursued 
by the state co-operative bank Some states, however, have made a 
beginning in the institution of common cadres at certain levels Tor 
example, common cadres have been established m the land develop- 
ment banks m Punjab In Maharashtra and Uttar Pradesh, secretaries 
and supemsors of \ lllagc societies are understood to have been brought 
under a common cadre, m some instances We understand that pre- 
liminary steps arc also being undertaken m Andhra Pradesh and Tamil 
Nadu for establishing cadres of central bank managers 

18 Wc arc m agreement with the view that institution of cadres 
for key personnel can be of considerable help m toning up the adminis- 
tration of the co-opera ti\ c credit institutions by providing efficient 
personnel and giving a new dimension to co-operative employment 
Much, howexer, depends on how a cadre is constituted and operated 
The first condition for its success is that the authorities m charge of it 
should ha\c full administrate c control o\er all the persons held on it 
and should be free to impose any person of their choice on any of the 
institutions as Inch ha\c come together to have the common cadre On 
ana other basis, it aaall become admmistratis'ely difficult to deploy' the 
personnel on the cadre aaath sufficient consideration for efficiency' on 
the one hand and for full utilization of aaailable men, on the other 

19 Secondly, the financial arrangements made have adequately 
to ensure that the contributions rccciacd from the member institutions 
coacr the lcaac salaries, retirement benefits, salary’ for leai'c rcseracs, 
cost of training, etc One possible arrangement saould be for a separate 
contribution to be made for these purposes by institutions, to the 
authority running the cadre, while they pay the monthly' salaries of 
the deputed stafT themsch cs Another altcmatnc is for the salaries of 
the stafT to be paid by the agency running the cadre and for all the 
expenses imohed to be met in the aggregate by contributions from all 
the institutions, their quantum being determined on some appropriate 
basis The latter may help to ensure (a) that the bigger institutions help 
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die small banks, though in a limited degree, and (6) that a lumpsum 
grant is provided by go\ ernment to all the banks together including 
die cost of running a cadre, etc Thirdly, in order to provide for 
opportunities of promotion within the cadre and also for the differential 
needs of institutions at different stages of development and lc\ els of 
turnover, it is desirable that there should be two or three grades within 
each cadre with provision for persons to be promoted from the lower 
to die higher grades Fourthly, as regards the agency winch should run 
the cadre, normally it should be for the apex institution m the con- 
cerned sector of co-operative activity to undertake tins responsibility 
in view of die general position of leadership winch it is likely to com- 
mand within the institutional structure Where, however, this is not 
practicable, on account of the apex institution not having attained the 
stature that comes from a record of past service and hence cannot make 
its \oice effective ois-a-vts the affiliated institutions in the operation of 
the cadre, the state government might take a leading part in attendmg 
to the work involved m operating the cadre until such time as the apex 
institution becomes strong enough to take over In order that such a 
cadre may remain distinct from government personnel, we suggest that 
the state government might operate it through an autonomous board 
m which representatives of apex institutions, etc , might be included 
The board would determine the standards of qualifications, procedures 
for recruitment, service conditions, etc , in respect of the persons to be 
earned on die cadre Finally, whde there wall be a state cadre for key 
personnel of central co-operative banks, the cadre for the secretaries 
ofpnmanes, where it is practicable, would be at the district level. 

ao The scheme for instituting cadres, however well organized and 
managed, is bound to face m practice certain difficulties as the institu- 
tions taking advantage of the cadre are required in tins process to 
surrender, to some extent, their freedom to recruit their own staff 
Most co-operative institutions, especially if they have reached certain 
leiels of operation and some standing m their own sphere, might not 
acquiesce m any restriction of their freedom to employ persons of their 
choice m managerial posts Further, the need for efficient personnel is 
not felt equally keenly by all institutions and those that think that they 
are already well served are hardly likely to surrender power to an 
outside agency. Besides, it may not always be easy to get the personnel 
already employed by certain institutions to be transferred to a common 
cadre which is newly started. 

2t An effective cadre in the sense of one administered by an 
agency which has an unrestricted right m regard to its deployment 
among the institutions might, therefore, be a feasible proposition only 
in those segments of co-operative enterprise where the key personnel 
ui e majority’ of the institutions are yet to be appointed or where the 
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posts has e been filled, to begin with, predominant!! with staffborrow ed 
from the go\emment Hence, we feel that it might be an advantage to 
begin experimenting with cadres m such limited areas of co-operatise 
actisits, so that experience can be gained and problems imohed m 
running the cadres can be faced and sohed It is onl\ after these 
efforts hate prosed worth while m terms of the quality of service 
ensured that it mat be prudent to extend such arrangements to other 
fields tthcre, because of the tested interests intolted, the introduction 
of a cadre mat not be possible unless some measure of compulsion is 
used for bringing round institutions which might not be inclined in its 
fat our It mat be possible for the apex bank as the financing agenct , 
or the got erament as the regulators authontt to persuade the central 
co-operative bank to improte the qualits of its management and, in 
this connexion, to take a manager, etc , from the cadre Wc arc not, 
hotteter, sure if this will succeed m ever} case. It ttould also present a 
serious problem if the apex bank or state got eminent builds up a 
cadre and mans central banks fail to make use of it We tsould, there- 
fore, recommend that the state gosemments might consider the 
quesuon of amending the Co-operatise Societies Acts so as to place the 
Registrar of Co-operatise Societies m a position to make it obligator}, 
in sucli circumstances, for am co-operatise credit institution to 
appoint to certain posts onls persons belonging to the cadres built up 
bs the gos emment or federal organizations for the purpose 


Personnel on Deputation 

22 In the short run, co-operatis es ma> has c to resort to certain other 
expedients for meeting their personnel requirements One of these, 
which is bang cxtcnsiscl) practised m certain states, is the deputation 
of the staff of the Co-operation Department for service svith co- 
opcntisc insututions on a deputation basis The Committee on 
Co-opcrausc Administration (1963), which went into this matter, 
cimc to the conclusion that as a regular arrangement this was not a 
healths practice A variant of this arrangement which that Committee 
has iooled upon with favour is for the apex institution to carr} on us 
staff a few extra hands who can, on occasion, be lent to affiliated 
mstituuons in which some unforeseen and urgent need arises for such 
1 es personnel \\ c arc of the view that cs cn though an arrangement on 
these lines mas here and there help an institution which is m need of 
immediate relief, it cannot constitute a significant solution for the 
larger problem of co-opcratisc personnel cspcciallx in states where, on 
the one hand, the need for qualified staff is large and, on the other, the 
apex institutions arc relatiscls weal Wc agree that the practice of 
entrusting management of co-opcratisc mstituuons to departmental 
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officers is not a healthy one and has come in the way of building up an 
efficient managerial cadre in the co-operative sector Therefore, the 
earlier tlus practice is given up, the better it will be for the co-operative 
institutions concerned It may not, however, be immediately practicable 
to get trained hands to replace all the departmental officers at present 
on deputation with the co-operatn es The process of replacement will 
have to be necessarily gradual During the transitional period, we 
suggest that no departmental officer should work as manager or 
secretary beyond a specified penod which should not normally exceed 
three years and during tins period steps should be taken to select and 
train a person who would replace the government official on deputa- 
tion, on the reversion of the latter to government service A similar 
solution, so far as the need for persons to work as senior executives of 
state co-operative banks and central land development banks is 
concerned, would be the deputation of officers of the Reserve Bank of 
India We find diat this is already being done in the case of a few apex 
institutions in the country It is likely that the demand for assistance 
m this regard from the Reserve Bank •will increase considerably in the 
coming years We recommend that the Reserve Bank might make the 
services of its officers available wherever necessary' on a deputation 
basis to work as the cluef executives of the credit institutions at the 
apex level and that, m planning its own programmes of recruitment 
and promotion, might take into account these requirements of the 
state co-operative banks and central land development banks. We 
would also emphasize that this, again, should be looked upon as only a 
short-term measure for a penod which might not ordinarily exceed 
three years and that every effort should be made by the concerned 
institution dunng tlus penod to select and train up a suitable person 
to take over from the officer deputed by the Reserve Bank 


Personnel for Commercial Banks 

23 As stated by us earlier, we expect commercial banks to play an 
increasingly important role not only in providing credit for investment 
and production by the cultivator, but also in financing the infra- 
structure connected with the whole range of related supplies and 
services Agricultural credit being a highly specialized activity which 
has little m common with the other functions of a commercial bank, 
it is of urgent importance that the banks should be equipped until 
personnel possessing the necessary skill, knowledge and aptitude for 
transacting this business In Chapter 20, we have already dealt with 
the difficulties which the commercial banks are hkely to face m finding 
suitable personnel for this activity 



q^6 PERSONNEL AND TRAINING 

Recruitment and Orientation 


24 As ns e hav e stated earlier, one of the major difficulties which the 
banks are likely to experience m recruiting staff for their rural branches 
is the reluctance of the bank staff to work in the rural areas It is not 
unreasonable to hope that, with the gradual development of rural 
areas, extension of electrification, improv cment in roads and transport 
facihucs, the reluctance of staff to work at such centres may lessen in 
the long run In the meanwhile, as suggested m Chapter so, this 
problem might be tackled either by building up a cadre of staff 
exclusively to man rural brandies or by making it obligatory on the 
ncwlv recruited staff to sene for a minimum number of years in the 
rural areas 

25 Since the commercial banks have just made a beginning m 
this field, it is difficult, at this stage, to project them requirements in 
regard to personnel for orgamzing agricultural credit The staff needs 
for this work will vary from bank to bank, depending on the size of the 
agricultural credit business, the nature of activities proposed to be 
financed and the extent of area co\ cred Most of the banks which hav c 
commenced this activatv, ha\c already taken certain preliminary steps 
to build up a nudetis of staff to handle this work In several banks, 
separate agricultural finance departments have been set up with 
specialized staff In some of the banks, members of the existing staff 
arc bang used for this work after a brief orientation in agricultural 
methods However, the requirements of speciahzed staff will grow 
considerably as the business expands and unless effective steps arc 
initiated immediately for the recruitment and training of the staff of 
required background, qualifications and aptitude, the banks’ capacity 
to develop thar activities in tins fidd will be severely handicapped It 
is, therefore, esscnUal to have an organized and wdl-defincd recruit- 
ment policv and appropriate arrangements for imparting spcaahzcd 
training We suggest that each bank take a long-term view and assess 
its requirements of technical and other staff at various levels for 
agricultural credit work during the next five or ten years and draw up 
an integrated scheme for the recruitment, selection, training and 
placement of such staff 

26 W'c do not consider it practicable or necessary for commercial 
banks to have specialized agricultural staff at all the offices where 
these loans arc to be made but the organization within each bank for 
this purpose should be strengthened m three broad aspects Firstly, at 
the head office as well as some of the regional offices, it is necessary' to 
have persons who arc well-qualified m agriculture and have also been 
cavcn some training in banking Secondly, m those pilot centres at 
which the commcraal banks contemplate intensive and experimental 
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efforts, it is useful to have staff who are qualified in agriculture and 
related fields, even if they are not experts at any high level Thirdly, 
so far as the generality of the officers of the commercial banks are 
concerned, it is necessary to have an increasing number of persons who 
have had training m agricultural credit but progress m tins direction 
will depend on the pace of recruitment and training in their relevant 
aspects Staff for this purpose may be either newly recruited graduates 
with appropriate training in banking or those already in the service of 
the bank who have received agricultural orientation m some measure 
through suitable training courses Provision should be made in the 
long run through appropriate changes in recruitment policies to ensure 
that, like graduates m other sciences and humanities, a good number 
of agricultural graduates are also taken into the banks as part of their 
general recruitment of the officers and staff Obviously, it is not 
necessary that every officer concerned with agricultural credit should 
be an agricultural expert In fact, we hope that the agents and other 
staff at die branches of commercial banks will be able to draw on the 
expertise available in the extension staff of government and similar 
personnel employed by suppliers of agricultural inputs and machinery 
It will then be enough if an increasing proportion of the bank staff is 
agriculturally oriented to a sufficient extent to be able firsdy, to make 
an intelligent use of the advice of agricultural technicians, and secondly, 
to be able to appreciate the procedural and other requirements of 
agricultural loans When the activities of the commercial banks in 
rural areas gather momentum, m terms of branch extension and larger 
lending for agriculture, it should be possible for them to ensure, in due 
course, that diere is an agricultural graduate on their staff at each of 
the centres accounting for sizeable business of this type. 

Personnel for Agricultural Credit 
Corporations 

27 The personnel requirements of state agricultural credit corpora- 
tions will present some special problems in so far as diesc institutions 
are intended to play only a transitional role and withdraw from die 
scene in due course after transferring their business to co-operative 
credit institutions once the latter are sufficiendy rehabilitated to take 
up these responsibilities 

S ta fff r °tn Existing Institutions 

28 The Informal Group on Institutional Arrangements for Agri- 
cultural Credit (1964), which recommended the establishment of these 
corporations, suggested m its report that a long-term view should be 
taken in regard to the personnel needs of these institutions on the 
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assumption that all such staff would eyentuallv be taken o\er by the 
rcspecti\e co-operatnc organizations and that for meeting the imme- 
diate requirements, the corporations might ha\e to obtain on loan the 
services of experienced officers of the Resen e Bank, the State Bank and 
the dc\ eloped state co-opcrati\e banks The Working Group which 
went into the working details of this proposal recommended in this 
connexion that each corporation should, b} preference, take on deputa- 
tion such staff of the central co-operati\e banks as might become 
redundant because their functions would be taken o\er by it Such 
staff, it was suggested, might re\crt to the co-opcratnc banks when 
the} came back into acti\c functioning and the corporation left the 
scene We do not foresee much difficulty in ensuring that the staff of a 
corporation is suitably employed when it has to yield place to the 
central co-opcratiy e banks at a later stage, as the latter yynll badly need 
such staff, and should, in fact, find it an adyantage to take oyer such 
trained and experienced staff It is in the initial stages of the yyorkmg 
of the corporations that ysc apprehend some difficult} in regard to 
staff We endorse the proposal that so far as the senior cxccutiy cs of the 
corporations arc concerned, these posts may be filled b} obtaimng, on 
a deputation basis, the services of officers yvith sufficient experience 
from the Rcsciac Bank, the State Bank of India and the state co- 
opcratnc banks v> Inch arc y\cll dey eloped It is probable that these 
institutions may not find it easy to spare suitable officers for the 
purpose, as their oyvn requirements of experienced and qualified staff 
arc rapidly increasing We recommend that these institutions gcncrall} , 
and the Rescry e Bank and the State Bank of India in particular, 
should also proyadc for the requirements of managerial personnel of 
the corporations in formulating their oyvn programmes of recruitment, 
training, etc Since the staff of the State Bank are not likely to be fami- 
liar y\ath the procedures and problems relating to credit co-opcratiy es, 
arrangements \\ ill hayc to be made to giy c them appropriate training 
before they are posted to the agricultural credit corporations 


\re Per so '•"'l 

ap The most serious problem yyall be that of obtaining the services of 
suitable staff for the district ley cl and bcloyy It is true that the corpora- 
tions may be in a position to take oy cr staff from the co-opera tn c banks 
■s yscll as the Co-operation Department in the area but the quality of 
the staff hi eh to be ayailablc from both these sources is hard!} 
vdequatc, if recent experience is any indication At the same time, it 
will noi be expedient, for more than one reason, to bring m staff at 
l! c<c h y els from other states We recommend that the problem as it 
presents it elf in this context be tad led by simultaneous efforts in three 
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main directions Firstly, the corporations should immediately on their 
being established undertake recruitment of qualified staff from the 
market on a limited scale so that once they are trained, they will 
constitute a part of the organization on whose operational efficiency 
they can count The terms on which these staff are employed should 
be better than those available to the staff of co-operative banks at 
present, as men of the required competence may not otherwise be 
attracted A suitable programme of training should be organized, as 
we recommend later m tlus chapter, so that such staff are in position 
within about six months of their appointment Secondly, some of the 
more promising members of the existing staff of the apex and central 
co-operative banks may be taken on deputation by the corporations 
and provided intensive training both inside and outside the state, with 
special emphasis on practical working in institutions rather than on 
attending lectures Thirdly, the corporations may take staff on deputa- 
tion from the Agriculture Department as also from any agricultural 
universities which may be operating in these states and give them 
appropriate orientation on the credit side As we have indicated, when 
the corporation is to withdraw from the scene, it should be possible for 
the staff members who have come from co-operative banks to revert 
to them and for those who are recruited from the market also to be 
added to the staff of the co-operative banks after the rehabilitation of 
these institutions In the case of those who have come from the Agri- 
culture Department or the agricultural colleges and universities, a 
decision can be taken at that stage as to whether they should be 
absorbed in the co-operative banks or sent back to their parent depart- 
ment or institutions, depending pardy on their inclination and pardy 
on their suitability for this type of work 

30 We also believe that, in the initial stages of the working of the 
corporation, it may be necessary for the field staff to draw substan- 
tially on the government staff in the Revenue and Agriculture Depart- 
ments for appropriate assistance in the field Tlus should not be difficult 
to orgamze as tins is a statutory corporation in the working of which 
the state government is intimately involved As the corporations 
acquire staff of their owi, once recruitment and training are completed, 
the dependence on the departmental staff of government for assistance 
m the field mil be reduced and it should be possible for the corporation 
staff gradually to operate entirely on their own. 

31 So far as co-operative agricultural credit is concerned, a major 
weakness of the existing situation m the states for which the corpora- 
tions are proposed is that most of the staff are insufficiendy qualified, 
inadequately trained and poorly directed Care has to be taken to see 
that the unsatisfactory quality of such staff does not affect the efficiency 
of the operations of the corporation m a hke manner The corporation 
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should, therefore, be highly selectrv c in choosing the staff of the co- 
operate e banks for its work, preferably choosing persons who are 
qualified and trained and, if possible, those who are not so senior in 
age that it wall be difficult to change their ways of working If this calls 
for larger recruitment from the market, there should be no hesitation 
to undertake it as the beneficiaries, in the long run, will be the co- 
operate e credit institutions which will eventually replace the 
corporation 

Employment of Agricultural Staff 

32 We ha\ e referred earlier to the desirability of some agricultural 
graduates being recruited, along with those qualified in other sciences 
and humanities, by commercial banks for working at their branches 
and a few experts being employed at their headquarters This apart, 
we ha\c generally proceeded on the basis that the co-operative and 
commercial banks will depend, for extension services as w ell as technical 
advice, largely on the organization built up in the field by government 
and, to a small extent, on the services which may be provided bv the 
suppliers of inputs and agricultural machinery While tins is all that 
may be practicable as a general rule m the near future, we do not 
consider that this is an adequate arrangement in the long run In our 
view , the long-term pcrspcctiv e should be that, in Ime with progressiv c 
banking which serves other sectors, institutions which finance modern- 
ized agriculture should also recognize that the institutional lender, in 
the new context, cannot be content with merely providing credit but 
should also be an adviser who can guide the borrower on how such 
credit mav be employed for the maximum benefit of the farm business 
winch is being financed It is also necessary', to take another mstancc, 
to ensure that the relatively small cultivator who is potentially viable 
puts his limited resources, financial and physical, to the optimum use 
Tarm guidance of this nature by the banker is also an effective safe- 
guard against misapplication of credit and ov erdues The experience 
of co-operatives in Japan also lends strength to tins view We recom- 
mend that, to start with, a few big agricultural credit societies and 
selected branches of central cooperative banks and commercial banks 
should equip themselves with the services of stafT qualified in agri- 
culture so that, m due course, similar arrangements can be so uni- 
vcrsillv organized that extension and advice will invariably accompanv 
the agricultural credit provided to the av erage farmer 

Tpaim'g of Co-operative Personnel 

33 \n important stage in the development of training arrangements 
for the cooperative personnel m India on a systematic basis was 
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marled bv the formulation by the Reserve Bank in 1952 of an all- 
India scheme for co-operative training consisting of a course for senior 
ofatST another for personnel of the intermediate category at the 
Co-o?e^e GoUege at Poona The immediate context for thu 
imuanve of the Bank was that of ensuring that the paucity of trained 
personnel did not hinder the progress of the ° r f an ^°^ ^ 
involved m setting up new co-operative 

strengthening or reorgamzmg tlic existing ones as part of the Bank 
plans for the development of co-operative credit m various states which 
were initiated around 1950 Recognizing the need for makmg these 
arrangements broad-based and regular, the Government of In&a and 
the Reserve Bank jointly constituted in 1953 a Central Committee for 
Co-operative Training for formulating plans and organizing and 
directing arrangements m regard to the training of co-operative 
personnel Under this set-up, 13 training centres were directly managed 
by the Central Committee to conduct intermediate training courses 
(at one of which the senior officers’ course was also conducted) while 
64 tr ainin g centres for junior personnel were run in the states by the 
state governments or the state co-operative unions Some of the main 
features of the training arrangements were (1) classification of personnel 
as higher, intermediate and subordinate , (tt) setting up of an all-India 
centre for senior personnel , (ttt) establishment of five regional training 
centres for intermediate staff and eight regional centres for training 
the co-operative staff of the Community Development Organization , 
(id) state-wise training schemes for subordinate personnel , (v) the pro- 
vision of financial assistance by the Reserve Bank for senior and inter- 
mediate courses as also for the courses for land development banking 
and co-operative marketing , (pi) financing of courses for subordinate 
level officers by the state government with central aid , and (mi) pro- 
vision of various concessions m the nature of free tuition, rent-free 
lodging, to and fro fares and stipend to meet part of the additional 
expenses Table 1 shows the particulars of the number of candidates 
of different categories who -were trained under the various courses 
conducted by the Committee till 1962 when its activities were taken 
over by a new organization as described m the following paragraphs . 

Table 1 

Number, of Candidates Trained at Various Courses 
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Present Arrangements 

34 In Nov ember i960, the Go\cmment of India appointed a Study 
Team on Co-opcrati\c Training to examine, among other things, 
the adequacy of the then existing arrangements for co-operati\e 
education and training, the measures to be taken to ensure active 
association of non-officials interested in the co-operative movement 
with the formulation and execution of policies and programmes relating 
to co-opcratn c education and training, and the administrative set-up 
necessary for effective administration and co-ordination of the training 
programmes for \anous categories of personnel This Study Team 
wluch submitted its report in April 1961 made the following main 
recommendations 

(i) Decentralization of the training arrangements b) transferring 
the training centres on an agency basis to state co-operauve unions 
in states where they were strong and to the state governments in 
states iv here the unions \\ ere not strong 

(11) Replacement of the Central Committee for Co-opcratn e 

Training by a National Board for Co-operative Training to be 

appointed by the Government of India 

(tit) Servicing of this Board by the Government of India 

(ir) Separate courses of study for institutional and departmental 

personnel 

35 The Conference of State Ministers of Co-operation held m 
October 1961, discussed the recommendations of the Study Team and 
amv cd at the following decisions 

(I) The administration of all the junior co-opcrativc training centres 
should be transferred to the state co-opcrati\ c unions 

(II) The administration of all the intermediate co-operative training 
centres should also be transferred to the state co-operative unions 
In states where it was considered by the state government that the 
state co-operative union would not be in a position to take over the 
intermediate training centres, such centres might, for the time 
being, be run by the organization to be set up at the Centre 

(hi) The centres transferred to the state unions should be run through 
special committees appointed with the approval of the state govern- 
ment and their accounts should be kept separate from accounts 
of other activities of the unions 

(if) The organization at the Centre should hav c the follow mg activities 
(e) to run a central insututc for training of senior personnel of 
departments and co-operative insUtutions on an all-India basis, 
[b) to arrange for research at the central institution and at inter- 
mediate and other co-operative insUtutions, umvcrsiUcs, etc, 
and co-ordinate the programme of research , 
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(c) to run intermediate training centres m states where they were 
not handed over to state co-operative unions as proposed m 
(it) above , and 

(d) to be in charge of overall co-ordination of the entire pro- 
gramme of co-operative training and education including 
member-education which was then being carried out through 
the national co-operative union and state co-operative unions 

(u) The work at the Centre should be entrusted to the National 
Co-operative Union of India which would appoint a special com- 
mittee for the purpose with the approval of the Government of 
India This committee should have full autonomy as far as its func- 
tioning was concerned. The National Co-operative Union should 
appoint separate staff for this work The accounts, etc , of tins 
activity should be maintained separate from the accounts of other 
activities of the National Co-operative Union. The funds required 
by the special committee of the National Co-operative Union should 
be provided by the Government of India on an agreed basis 
In pursuance of the aboi e decisions, a Committee for Co-operative 
Training was constituted by the National Co-operative Union of India 
to take over the responsibility for co-operative training 

36 The present training organization consists of the Vaikunth 
Mehta National Institute of Co-operative Management, Poona, for 
training of senior personnel, 13 intermediate and 64 junior training 
centres for training of intermediate and junior level personnel respec- 
tively and 591 peripatetic units for the education of members and 
office-bearers of co-operative societies The All-India Co-operative In- 
structors’ Training Centre, New Delhi, provides training to member- 
education instructors The Vaikunth Mehta National Institute of 
Co-operative Management ivas established in 1967 by incorporating 
in it, the former National Co-operative College and Research Institute 
and the Central Institute of Management for Consumers Business 
In addition to a diploma course in co-operative management for key 
personnel, the Institute conducts orientation courses for senior officers, 
short-term courses for managers of wholesale and departmental stores 
and a number of other auxiliary courses for personnel working in 
the different sections of the co-operative movement The Institute 
also undertakes research and field study programmes and offers 
management consultancy service During the year ending December 
1968, 83 senior officers received training in the regular courses 
and 214 in other programmes conducted at the Institute The 13 
intermediate training centres provide training to sub-registrars, 
inspectors and persons of comparable status in co-operative 
institutions and departments Nine of these centres are directly 
administered by the Committee for Co-operative Training, while 
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the remaining four are run by the state co-operative unions During 
the a ear 1968, 742 persons is ere trained m the basic courses conducted 
by these institutions These institutes also conducted special refresher 
and orientation courses for managerial cadres and departmental 
officers and 496 persons received training in such courses during 1968 
The 64 junior training centres provide training facilities to supervisors, 
assistant inspectors, sub-auditors, secretaries of primary societies and 
other junior personnel During the year 1968, 7,483 persons were 
trained at these institutes 

37 Some of the training courses conducted at these institutions 
arc bneflv described below 

(t) Senior Officers' Course at the National Institute 

The senior category of staff of the state governments and of apex, 
regional and district le\el co-operative institutions participate m this 
course As it is intended to be a refresher type of course, admission is 
restricted to those who possess adequate job experience and previous 
training The course which is of the duration of 14 weeks includes 
observational visits to he) co-operative institutions 
(if) General Baste Course at the Intermediate Training Centres 
The general basic course is intended to meet the needs of personnel 
of the intermediate category belonging to Co-operation Departments 
as well as institutions It is of the duration of 36 weeks of which 24 
weeks arc devoted for theoretical training and 12 weeks for field studies 
and field placement The candidate should be an employee or a person 
selected for employment in a Co-operation Department or institution 

38 In addition to the basic course, the Committee for Co-operative 
Training also conducts special courses at some of the selected co- 
operative training centres for specialized training for management 
cadres and for departmental officers Of these, the following tvvo arc 
important from the point of view of co-operative credit institutions 
(0 Special Course in Land Development Banhng 

This course winch is conducted at the co-operative training colleges 
at Anand and Taizabad is of 18 weeks duration and covers a basic 
course in co-opcraUvc principles and techniques, training m land 
development banking, survey and land acquisition and a practical 
training m primary and central land development banks Only 
cmplovccs of Co-operation Departments and land development banks 
arc eligible for admission to this course 

(if) S> t etc! Course in Co-operative Banhng 

The course, conducted at the co-operative training college, Madras, 
is of a duration of 18 weeks, consisting of 4 weeks condensed basic 
courc in co-operation, 8 weeks training in co-operative banking 
ard G weeks obscrvaUonal tour and field placement 
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39. The achievements of the Committee for Co-operative Training 
since its inception (inclusive of the Central Committee for Co-operative 
Training) were as follows 


Category 

Total JVo Trained up to 

31 December 1968 

Semor personnel 

1 >39° 

, Intermediate personnel 

10,194 

Jumor personnel 

69,8x4 


Reserve Bank's Course on Co-operative Banking 

40 With the extension of the statutory control of the Reserve Bank 
to the co-operative banks following the amendment of the Banking 
Regulation Act, the need for assisting the co-operative banks to 
improve their operational efficiency assumed a new significance On 
a review undertaken m this context, it was considered that the facilities 
available for the training of their managerial staff were not wholly 
adequate in relation to the banking and credit functions which they 
had to discharge and that they could be usefully supplemented by a 
specialized course which could be organized at the Bankers Training 
College bemg run by the Reserve Bank A course on co-operative 
banking of 10 weeks duration for the key personnel of co-operative 
banks, therefore, came to be instituted at this college in October 
1965 In order to provide the necessary incentives to co-operative 
banks and to their officers to avail of the facility, the Bank provides 
free tuition and free lodging facilities to the participants, the smaller 
institutions being given some concessions even m respect of boarding 
charges The subjects covered by the course include banking law and 
practice, co-operative banking policies and procedures, essential 
catures of Co-operative Societies Acts and Rules, provisions of the 

central laws relating to banking, policies relating to loans and advances 
y state and central co-operative banks, accounting procedures of 
co-operative banks, etc Practical training in co-operative banking 
and commercial banking for about three weeks also forms part of the 
course The Reserve Bank has so far conducted 9 courses and trained 
21 1 key personnel of state and central co-operative banks The Bank 
has also formulated plans for conducting various special courses for 
personnd of co-operafaie banks of different categones at a special 
training centre to be organized for the purpose 

Need for Expanded Arrangements 

41 We consider that, as a result of the efforts of the central and state 
governments, the Reserve Bank and the national and state co-operative 
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unions, significant progress has been made during the past two decades 
in extending training facilities for personnel of co-operative credit 
msututions ofsanous categories and an institutional set-up for the pur- 
pose has come into being which has great potentialities In particular, 
a dc\ elopment of great promise is the evolution of the Co-operati\ e 
College at Poona into the Vaihunth Mehta National Institute of 
Co-operati\e Management which has begun to play a significant 
role m the many functions entrusted to it There is, however, need for 
a review of the existing arrangements, m the context of various de- 
velopments which are hhely to lead to a substantial increase m the 
dimensions of the training needs of co-operative banks especially with 
reference to rural credit with which we are concerned As we have 
stated elsewhere, as a result of the national policies and plan pro- 
grammes, there has been a rapid and large mcrease m the number, 
\anety and tumoier of co-operatives in recent years and this trend 
seems likely to be strengthened in the next few years An increased 
demand for trained personnel to man the co-operative credit msti- 
tuUons is anucipated not only because of the larger volume of transac- 
tions of co-operati\ e credit institutions but also because the operations 
arc growing more and more complex and di\ ersified Though up-to- 
date and comprchensn e data in this regard are not available, we shall 
gi\c a few figures, on an illustrative basis, to indicate the magnitude 
of the problem Thus, according to information collected as on 1 
April 1966, m many states the number of agricultural credit societies 
with trained secretaries w as negligible as wall be seen from the following 
data relaUng to a few states 


Table 2 

\CRI CULTURAL CREDIT SOCIETIES WITH TRAINED SECRETARIES 


(As on 1 April 1966) 


State 

Total Xo of 
Secretaries of 


Of ichom 

Primary 

Societies 

Trained 

Untrained 

(i) 

(2) 

(3) 

w 


13,028 130 12,898 

3,789 148 3,641 

1,877 591 1,286 

7,682 982 6,700 

10,956 496 10,460 

12,888 363 12,525 


Andhra Pradesh 
Assam 
Kerala 
My* ere 
Tamil Nadu 
est Bmgal 


As we ha\c stated in Chapter 15, an important requirement of the 
programmes for rcorgamzauon of primary agricultural credit societies 
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now being implemented in most of the states is that every viable society 
should be manned by a full-time trained secretary Even after allow- 
ance is made for the expected reduction m the number of societies, 
the number for which trained secretaries will be required is very 
large indeed For instance, it is found that m Onssa, as against 3,666 
secretaries required for managing primary societies which will remain 
after reorganization, the number of trained secretaries available was 
only 1,271 Similarly m Tamil Nadu, only 496 trained secretaries were 
available as against the requirement of about Sj 0 *- 10 an< i West 
Bengal 363 were available as against the requirement of 5,600 In 
Mysore, only 982 were m position as compared with 5,950 who will 
eventually be required 

42 Wlule during the next few years about 60,000 secietanes of 
primary agricultural credit societies may be estimated to be required, 
the total number of persons trained at the 64 junior training centres m 
all the states (which provide training not only to secretaries of primary 
societies but also to other junior personnel such as supervisors, etc ) 
was only 7,383 during the year 1968 Considerable expansion of the 
training facilities at tins level thus seems necessary Similarly, a steep 
increase is also expected in the requirements of training facilities for 
personnel of the state and central co-operative banks including the 
managerial staff of state co-operative banks, the key personnel of central 
co-operative banks, other supervisory officials at the head office and 
subordinate staff including field supervisors While the key personnel 
of a central co-operative bank will ordinarily comprise the manager 
who is the chief executive, the chief accountant, the executive officer 
who controls the staff engaged in supervision and inspection of affiliated 
societies and the co-operative marketing development officer, banks 
with a network of branches may also have some responsible officers 
at revenue sub-dmsional levels According to certain estimates fur- 
nished to us, which are admittedly far from precise, training will have 
to be provided during the Fourth Five Year Plan to 28 semor personnel 
of the apex banks, 450 semor personnel of the central co-operative 
banks and 32 senior personnel of the central land development banks 
In addition, training facilities will also have to be provided to the 
semor officials of the Co-operation Departments, estimated to number 
about 20 Joint Registrars, 100 to 150 Deputy Registrars and 600 
Assistant Registrars The personnel m the intermediate category m 
the state and central co-operative banks requiring training is estimated 
at 1,520 and for the land development banks at 2,600 by the end of 
the Fourth Plan As against these requirements, during the year ending 
December 1967, training was provided to 91 semor officers at the 
orientation courses conducted by the Vaikunth Mehta National In- 
stitute of Co-opera tive Management, while the number of intermediate 
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personnel trained in the basic course at the 13 intermediate training 
centres during that year was 936 It will thus be observed that the 
costing training facilities will ha\e to be considerably enlarged for 
providing requisite training facilities at all the three levels 

X(fd for Remao and Evaluation 

43 It is clear that, on any reckoning, the importance of training 
facilities for the personnel of co-operative credit institutions can hardly 
be o\ cr-emphasized On the one hand, the considerable degree of 
expansion m the \olumc of co-operative credit which is envisaged 
under the Fourth Plan calls for more and better staff On the other, 
the present weaknesses of co-operative credit and the steps required 
to be taken for remedying them underline the significance of qualified 
and framed personnel We consider that this problem is of such critical 
significance and urgency that there is need for a thorough evaluation 
of the existing institutions and facilities as they have evolved over the 
years, an assessment of the requirements as they are likely to emerge 
during the Fourth Plan and the formulation of a programme to 
improsc and expand the existing facilities so as to meet these needs 
Our review of the situation and prospects of co-operative agricultural 
credit has convinced us of the urgency and importance of this pro- 
blem but we ha\c not been able to undertake an intensive investigation 
on the lines suggested above Wiulc w'e shall make m the following 
paragraphs some general observations in this regard, we recommend 
that the Government of India may set up a study team to go into all 
the facets of the problem of training the personnel of co-operative 
credit institutions, in consultation with the Reserve Bank, National 
Co-opcratnc Union of India and the federations of state co-operative 
banks and the central land dc\clopmcnt banks In particular, the 
proposed team should caaluatc the available experience in regard to 
the design, content and duraUon of training courses, the type of instruc- 
tors required, the categories of personnel to be trained, the levels 
and insututions at which the courses may be organized, the number 
of persons who wall be required to be trained, etc 

h ititatioral Aspfds 

[.} One general dirccUon in which cxisUng arrangements need to 
be improicd relates, in our view, to the placing of greater emphasis 
on institutional aspects of co-opcratnc credit Despite the improvc- 
11 ents made in recent years, the courses still seem to be dominated by 
thr departmental approach and the problems of administration of 
o>-operntnc societies rather than by a prcoccupaUon wath what may 
*''■ described as issues relating to the management of co-opcratnc 
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institutions This seems to arise, m part, from the fact that the courses 
seek to cater jointly to the needs of departmental and institutional 
officers. In part, this also reflects the reality of the existing situation 
in various states which is characterized by a dominance of the depart- 
mental officials in the working of credit institutions The need for a 
reorientation in this respect is relevant in many contexts, viz , the 
designing of the course and the syllabus, the choice of participants, 
the selection of staff, the pattern of practical training and so on The 
crucial problem of co-operative credit institutions today is that of 
improving management at all levels and an important aspect of this 
is the adoption of busmess principles in their operational policies 
It is becoming clear that such improved management calls for greater 
cost-consciousness, rationalization of lending pohcies, determination 
of viability of projects, repaying capacity, etc , on a scientific basis, 
better internal organization in terms of appropriate division of duties 
and competent direction and supervision, qualitative improvement in 
banking services and procedures, follow-up and recovery of loans, etc 
It is a corollary to this approach that co-operative credit institutions 
should be more intimately involved m the formulation and conduct of 
the relevant training courses We note that there have been some 
encouraging developments in this direction in the recent past, one of 
which is that the Vaikunth Mehta Institute has been taking an active 
interest m associating the co-operative banks with its activities and in 
emphasizing the business and management aspects of co-operative 
institutions Another is that the Reserve Bank is conducting special 
courses for managerial personnel of co-operative banks We 
recommend that the Bank should expand the scope of its training 
arrangements for bank personnel to cover special courses for man- 
agerial staff of land development banks and refresher courses for 
personnel who have earlier had basic training in co-operative banking 
and conduct similar courses if possible at different state headquarters 
for individual states or groups of states. 


Special Courses of Short Duration 

45 The need for specialized and brief training courses, refresher 
courses and seminars at state and district levels is being increasingly felt 
for more than one reason Many institutions cannot spare their officers 
for long periods and some of the personnel do not need basic training, 
instruction in co-operative principles, etc , either because they have 
undergone such training earlier or because their academic or other 
background makes it superfluous On the other hand, there are many 
new refinements m policy and procedure which are being introduced 
m co-operative credit and require to be transmitted to those working 
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in the field A related need is for the concretization of these new 
ideas which are usually stated in terms of general principles, and their 
adaptation to the circumstances of individual areas and institutions 
A host of practical problems arises at the operational let el which are 
concerned with one aspect of the management of co-operatn e credit 
or the other, c g , the planning of medium-term credit for agriculture, 
dot ctailmg of credit plans with mtensite agricultural programmes, 
preparation of applications for different tvpes of loans from the Reserte 
Bank, procedures concerned with stabilization arrangements to be 
made m the etent of crop failure, etc In relation to all these, the 
csscndal task is to familiarize the field staff with the underlying prin- 
ciples and policy considerations, the relevant expencncc m other 
areas and institutions and the mechanics of the operations and to help 
them to arme at the specific steps to be taken in the particular area 
Both the identification of the problems of interest from tins point of 
view and the conduct of such courses cannot be undertaken except 
in close co-ordination with, and the co-operation of, co-operative 
banks It will also be useful to associate officers of the Rcscn c Bank 
with such courses Wc consider that the Rcsene Bank, co-operative 
training institutes and co-opera ti\ e banks should collaborate to organize 
1 larger number of short courses on individual problems, refresher 
courses, seminars, etc , than hitherto, as these, in our view', are urgently 
needed and, in some wavs, more useful than the longer courses 


Responsiveness of Co-operative Banks 

46 Wc would ad\ ert briefh to the attitude of some of the institutions 
w Inch has c to make use of the training facilities In spite of the provision 
made for the pavmcnt of stipend to the trainees, traiclhng allowances 
and other facihucs, some banks ha\e been reluctant to send their 
managers and other staff to the courses organized for them There 
are also instances in which, after initially undertaking to depute their 
staff, banks ha\c cancelled the proposals at the last minute wath the 
result that courses ha\c had to be conducted with a smaller number 
of participants than that for which provision existed Tlus often 
results in under-utilization of the existing training capacity Wc, 
therefore, suggest that where enough trainees are not deputed by in- 
stitutions, the training centres mav be permitted to admit candidates 
from the public, 1 c , non-institutional trainees It has also happened 
sometimes that candidates from institutions (and Co-operation Dcpart- 
mtnts) were posted, after the complcUon of their training, to positions 
in which their training could not be of any use Wc would emphasize 
tint the co-opcnU\c banks should recognize the importance of cm- 
p’ovtng trained staff, take the fullest adaantage of the facilities which 
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are available, estimate m advance their needs of training facilities 
both for existing staff and 'the staff to be recruited and collaborate 
with the training institutions to make satisfactory arrangements for 
the purpose We further suggest that, m certain suitable cases, the co- 
operative banks may themselves organize special training facilities or 
refresher courses for their own employees, secretaries of societies 
affiliated to them, etc , with such help as they may require from the 
relevant training institutions We would also recommend, in tins 
connexion, that the extent to winch the key personnel and the super- 
visory staff of a bank are trained, should be looked into in the inspec- 
tions of co-operative banks and due weight attached to this factor in 
the evaluation of the working of the banks m different contexts. 


Content of Training 

47 As for the content of the training courses for the co-operative 
bank personnel, we have only to emphasize the general principle that 
increasing importance should be attached to practical aspects of the 
working of institutions rather than to the theoretical principles of 
co-operation So far as agricultural credit is concerned, it is clear that 
efforts should be made m the direction of training different cadres of 
staff to familiarize themselves with the major aspects of Indian agri- 
culture and agricultural programmes Further, as far as possible, 
attention should be devoted during the training period to the discussion 
of specific problems (with reference to data on individual cases) such 
as those relating to repaying capacity, cost-benefit ratio of particular 
types of investment and the economics of different patterns of improved 
farming Similarly, it is necessary to acquaint the staff of central co- 
operative banks, land development banks, etc , with the procedures 
to be adopted in applying for accommodation from the Reserve Bank 
for different purposes or drawing up schemes for refinance from the 
Agricultural Refinance Corporation and so on Appraisal of individual 
projects for investment on the farm and the related production plans 
should also form part of the curriculum While syllabuses prescribed 
for the various courses may be considered generally satisfactory, it is 
crucial that, at every stage, an effort should be made to see that training 
is concerned with operational matters such as determination of credit 
limits, lending procedures, safeguards against default, steps for recovery, 
etc , and supported by individual case studies The problem is compli- 
cated by the fact that, m several areas, there are not many co-operative 
banks with experience of the working of various new pobcies and opera- 
tional methods which can provide the material for study and dis- 
cussion. There is, therefore, considerable need for initiative on the 
part of training institutions to identify situations which can provide 


ti 
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examples of the tvpe of practical working of principles and procedures 
wath which die trainee has to be made familiar 

Refresher Courses 

48 It is obvious that die participation by an officer from a co- 
operate c bank in a training course cannot by itself male him a useful 
member of that institution If he is to derive the fullest benefit from 
such training, he should hav e some earlier experience of w ork of the 
rclcv ant type He should also have a period of post-training apprentice- 
ship before he is put on the job and entrusted wath full responsibility 
Further, it is clear that, with the number of changes, refinements and 
improvements in policy and procedure connected with agricultural 
credit which arc occurring, the training which a person has received 
might become out-of-date with the passage of time It is, therefore, 
necessary to organize periodically a number of refresher courses at 
different lev els to ensure that the) beep diemseh es abreast of various 
developments Refresher courses for instructors and officers have no 
doubt been organized on a few' occasions but it is necessary that this 
is done on a larger scale, wath greater frequenev, and at different 
let els 

Staff for Training Centres 

qg The problem of finding the right staff for the training centres 
docs not admit of an) simple solution Different methods have been 
tned for the purpose in the past, such as recruitment of persons from 
the academic field, obtaining the services of officers from co-operativ e 
institutions and the Co-operation Department on deputation and 
appointment of retired officers of the Department as w ell as institutions 
Wc do not consider that reliance can be placed for this purpose on 
am single source or that recruitment from any of these sources should 
be ruled out The approach in this regard has to be pragmatic One 
of the principles which wc would emphasize is that there should be 
mobihtv of staff between credit institutions and the co-operative 
training centres, to their mutual benefit For example, the services of 
experienced officers mav be obtained from the state co-operati\ c banks, 
land development banks, the State Bank and the Reserve Bank for a 
vear or two on a deputation basis and at the same time, it may be 
explored if instructors in the training centres can be deputed to or 
otherwise placed with such credit institutions for a like period so that 
their familiant) wath the developments on the pracucal side may be 
ensured Tinallv, it is obvious that refresher courses should be organized 
pcnodicallv for the instructors themselves so that thev may lecp m 
much wadi latest developments It can also be considered m this 
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connexion whether, funds permitting, they can be enabled to spend a 
short period every year until institutions like the Reserve Bank, the Agri- 
cultural Refinance Corporation and the National Co-operative De- 
velopment Corporation It may also be emphasized that, m the present 
conditions, competent instructors may not continue for long on the 
staff of co-operative training centres unless they are well paid In view 
of the uncertainties and difficulties relating to government assistance, 
more money should be found for the purpose from within the movement 
and especially from those institutions which are likely to benefit 
direcdy from such courses With a view to ensuring suitable standards 
of qualification and efficiency, it is appropriate that the salaries paid 
to the lecturers and other teaclung staff in these training colleges should 
be comparable to those paid by the universities and other colleges to 
similarly qualified people 

Correspondence Courses 

50 Lastly, it may be examined whether, at least for some of the 
personnel, it will not be possible to make some arrangements for cor- 
respondence courses in co-operative banking, an idea winch has been 
hardly tried out in our country On the one hand, the demand 
for qualifications connected with co-operatives is increasing with the 
progressive co-operativization of economic activity in the country. 
On the other, some of the co-operative personnel experience difficulty m 
joining full-time, and often residential, courses of co-operative training 
We, therefore, suggest that this experiment may prove useful to signi- 
ficant sections of co-operative employees A related handicap is that 
there are not good text books tfn different aspects of co-operative 
banking We hope that, with the growing interest in co-operatives 
and the increasing diversification of their activity, more books will 
come to be -written and published on the problems of tlus sector. It 
is probably worth -while at least for the next five or ten years for the 
co-operative training institutions themselves to undertake the prepara- 
tion of text books m English as well as in Indian languages Both these 
are lines of activity m which little progress has been made in oui 
country We recommend that steps be taken for providing correspond- 
ence courses in co-operative credit and for publishing authoritative 
text books, preferably under the auspices of the institutions which 
are concerned with training, research and publications and with the 
assistance of the Reserve Bank 

Role of the Reserve Bank 

5 1 Irrespective of the overall pattern of arrangements for the training 
of co-operative personnel in general, it is clear that so far as staff of 
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co-operative credit institutions is concerned, the Reserve Bank wall 
ha\ c to play an increasingly active role in the future We have already 
referred to the short course for the managerial personnel of co-operative 
banks which is being conducted by the Reserve Bank for the last few 
jears It appears to us that these facilities wall need to be expanded 
and that the Bank may also have to take the initiative in regard to 
the orgamzauon of other courses for specific categories of staff or 
m special contexts In particular, we recommend that the Bank may 
examine the possibility of conducting a special course for the managerial 
staff of co-operaUv e land development banks whose requirements are 
somewhat specialized Similarly, the Bank may also organize refresher 
courses for personnel w'ho have had basic training earlier m co- 
operate e banking, for bringing them up-to-date on particular facets of 
the working of co-operative banking and credit such as the adoption of 
the crop loan system or the financing of co-operatives engaged in 
supply, marketing and processing Further, we suggest that, to the extent 
practicable, the Bank may also organize special refresher courses at 
different centres other than Bombay fcither for co-operauve personnel 
of indiv idual states or groups of states It goes without saying that these 
efforts should be co-ordinated with the activities of other institutions 
engaged m traming of co-operative personnel 


Training of Members and Office-bearers 

52 It is obvious that a co-operative cannot work successfully unless 
its membership is aw arc of its rights and obligations and its management 
is rcsponsiv c and competent The bulk of the co-operauve membership 
in India being illiterate or ignorant, it is important to train them to 
participate in the affairs of the societies Similarly, the office-bearers 
of the societies have to be helped to develop the faculty needed for 
exercising proper control and, the managing committee members, 
to develop mitiauvc and skills for properly running the society The 
member-education programme which seeks to fulfil these aims, was 
initiated b) the National Co-operative Union of India m 1957-8 and 
subscqucntl) revised in 1961 and in 1963 m certain respects The 
National Co-operauve Union which acts as the overall co-ordinaung 
and supervising agency for the programme, has a special com- 
mittee to deal with it and runs a centre at New Delhi which has trained 
1,071 instructors in basic courses of two months duration each, 207 
instructors in rcfrcshcr-cum-oncntation courses of one month duration 
each and 350 instructors in refresher courses of 10 days each The 
Union has appointed five zonal officers, who arc attached to the zonal 
tranunt; colleges, for supervising the programme in their rcspccuvc 
zones The da)-to-da) supervision of the programme at the state level 
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is with the state co-operative unions which arrange for the appropriate 
orientation of the instructors, procure, supply and translate literature 
on member-education, etc The scheme envisages appointment by 
the state co-operative unions of a senior class I officer to be in charge 
of the programme, but this has not yet been done by several unions 
Similarly, the staff proposed for supervision at the divisional level 
is also reported to be not in position m many states The imple- 
mentation of the programme at the district level is the responsibility 
of the district co-operative unions m states where such unions exist, 
while in others, ad hoc committees have been formed for the purpose 

53 So far as the outlay on the programme is concerned, the 
Government of India is to bear the expenditure on (i) salaries and 
allowances of the co-operative education officers and peripatetic 
instructors and (u) cost of literature and teaching aids not exceeding 
Rs 600 per peripatetic umt per year, while the state government is 
to meet the cost of salary and allowances of attendants, stipends, 
propaganda and publicity, etc The funds to pay stipends to parti- 
cipants of camps of managing committee members or the secretaries 
may come from the state governments or from the co-operative insti- 
tutions where the latter are financially strong enough to bear the 
expenditure 

54 The programme deals with the following three categones 
(1) managing committee members, office-bearers and prospective 
committee members of service and other agricultural co-operatives , 
(«) honorary or partly paid secretaries and prospective leaders of the 
primary societies , and (m) members and prospective members of 
societies The classes for the first category are held for a duration of 5 
to 7 days at the headquarters of the village level worker by peripatetic 
instructors who are assisted by the co-operative extension officer and 
the social education organizer of the respective blocks Each participant 
is entitled to a stipend of Re 1 per day of attendance The classes for 
pardy paid/honorary secretaries are organized for a group of societies 
for a duration of 4 weeks at the subordinate training centre with die 
assistance of its teaclnng staff or at die block level headquarters until 
die help of extension staff A stipend of Rs 1 50 per day of attendance 
is paid to each participant The education of the durd category, viz , 
members and prospective members, is organized dirough study circles 
formed m the area of operations of each railage society The secretary 
of the society trained at the secretaries’ class is responsible for forming 
and conducting a study circle which meets periodically and discusses 
problems relating to the activities of the co-operatives and increased 
agricultural production 

55 The progress made in the last five years in member-education 
is indicated in Table 3 
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PROGRESS of 

\IeMBER-EDL CATION 

Programme 


tea* 

j\o of 
Intruders 


Persms Tunned 


Managing 

Committee 

Members 

Secretaries} 

M onagers 

^ [embers end 
j\c7 members 

(i) 

(2) 

(3) 

w 

(5) 

1963-t 

535 

1,23,435 

19,663 

4,05,996 

1954-5 

577 

1,78,819 

17,213 

1,01,669 

I9G5-6 

604 

2,24,832 

23,312 

1,07,218 

1965-7 

690 

2,09,274 

25,724 

1,09,832 

1957-8 

615 

1,53,066 

16,656 

50,674 

total 


8,89,426 

1,02,568 

7,75,339 


There is reported to be a tendency of late to close down the scheme and 
to impose cuts on the financial provision for the purpose Apart from 
the inadcquacs of funds for payment of stipends to the participants and 
of the publication of teaching aids, literature, etc , the inadequacy of 
supervisor) machinery and lack of proper service conditions for peri- 
patetic instructors are among the factors which appear to ha\ c restricted 
the cfTcctn cness of the programme 
56 From all accounts, member-education has not >et been so 
extensn cl) or dvnamicall) organized as to have a significant impact on 
the part pla)cd b) members and office-bearers in the working of their 
co-opcrati\cs AN c would emphasize that our review of the performance 
of co-opcratn e credit brings out quite prominently the widespread 
weakness of these institutions in this particular respect On the one 
hand, rapid and extensn c registration of new co-operatnc societies 
and enrolment of large membership ha\c taken place without much 
preparator) work b) way of making prospectne members aware of 
the obligations attached to membership or instructing the office- 
bearers in regard to their responsibilities On the other hand, there 
has been an increase in the lc\ cl of o\ erdues almost all o\ cr the country 
and the members ha\c been quiclcr to recognize their rights and 
benefits asailablc from the co-opcratncs than the obligations flowang 
from such membership \s far as we can sec, the generality of office- 
bearers emerging in tins process has not made any outstanding effort 
to impart a 1 now ledge of the basic principles of co-operation to 
member-, or to ensure that the) fulfil their obligations In part, of 
course, the weal nesses of the elected management arc domed from the 
1 vr;cr 'ocio-economic bac! ground which is common to almost all 
vpc' of democratic institutions m the rural areas Improecmcnt can 
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be hoped for, with growing literacy and general social and economic 
advancement Ultimately, a number of new ideas which provide the 
basis for the dynamic programmes of agricultural credit now under 
way have to be understood, accepted and adopted earnestly m practice 
by the central co-operative banks and primaries if these programmes 
are to succeed It is, therefore, most important that at the level of 
membership and the office-bearers of the co-operative institutions, 
especially m primary societies, there should be an active educational 
effort to ensure a full appreciation of the purposes of the various 
reforms in lending policies and procedures which are now m progress 
so that there is implementation in practice Experience in the Package 
districts has shown that an attempt to rush adoption of new principles 
and policies about the desirability of winch the local co-operative 
leadership and membership have not been convinced, can only result 
m a set-back to co-operative credit We would, therefore, emphasize 
that, particularly m the context of the changes in the pohcies of co- 
operative credit and the need to take these ideas as near to the farmer 
as possible, increasing emphasis should be laid on member-education 
m the co-operatives 

57 On the techniques of member-education, we consider that the 
available experience should be carefully evaluated by the study team 
which we have earher recommended Meanwhile we would emphasize 
that efforts should be made to take to the members as well as office- 
bearers the new ideas at the point at which they get reflected m 
practice, say, when the credit limits are fixed, loans are recovered, 
credit is supervised and so on Every occasion should be taken to make 
members familiar with how their co-operative functions, what they 
have to do as its members, why it fails to go fonvard, how it can be 
developed and so on Further, an attempt should be made to make the 
co-operative a part of the member’s hfe m different ways This requires 
not only that the member should be able to count on lus co-operative 
for a variety of services but also that the co-operative should offer 
him opportunities of social and cultural life In other words, under the 
auspices of the co-operative, programmes of entertainment, instruction 
and community living should be orgamzed from time to time so that 
a sense of active association among the members is actively promoted 
Co-operation will then be seen to be no mere matter of ideology as of 
a practical way of living together If co-operation gradually finds an 
increasing place m the curricula of general education at different 
levels, and above all, functional institutions like the state and central 
co-operative banks take an active interest m the programmes of member- 
education, it should be possible gradually to ensure that there is a 
growing and widespread awareness of co-operative principles and the 
rights and obligations of co-operative membership 
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Training of Commercial Bank Staff 

58 Following the increasing interest of commercial banks in agri- 
cultural credit, there ha\e been already \anous efforts to organize 
training facilities for staff of commercial banks in agricultural credit 
One of these is the organization of short training courses of about seven 
weeks each at the Bankers Training College run bv the Reserve Bank. 
Already four courses ha\e been conducted and about 120 employees 
of commercial banks ha\ e been trained Besides, some of the commercial 
banks on their own ha\e made special training arrangements in co- 
operation with some of the agricultural urmersities The State Bank, 
in particular, has arranged for a large number of its officers to be so 
trained We ha\ c also referred, in Chapter 20, to the establishment of 
the National Institute of Bank Management which is concerned with 
bringing about the required reorientation at the higher let els of bank 
management All these efforts still represent no more than the initial 
stages of the task Much an aits the banks in the context of the bigger 
programmes of agricultural credit m coming years 

59 Training arrangements wall have to differ according to the 
background of the bank employees who are to be equipped for the 
work relating to the agricultural credit Thus agricultural graduates 
recruited b> the banks will require training only in regard to agri- 
cultural credit procedures and general banking business A large 
proportion of the existing staff as well as the other general staff who 
ma; be recruited in future, will require to be gn en a brief orientation 
in regard to agriculture and agricultural programmes of the area, apart 
from special training in regard to agricultural credit operations We 
envisage that, in due course, training m respect of agricultural credit 
business wall become a normal part of the total training in various 
aspects of the working of the banks which is imparted to the staff of 
the banks at \anous lc\cls, so that they ma) be in a position to attend 
to work relating to the different departments of the banks 


Durclwr ad Contcrt of Courses 

60 \\c recommend that arrangements for training in agricultural 

credit be organized both in individual banks as well as on a common 
basis through the Bankers Training College and similar institutions, 
and that the actuc assistance of agricultural umacrsitics in different 
parts of the countrv be enlisted for the purpose The training for staff 
at the managerial lead as also for those who will be m charge of agri- 
cultural credit at the central office of each banl should, m our view, 
consist o r about eight weeks, of which, two weeks mas be provided for 
acquiring famiharm with agriculture in different aspects, followed by 
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a period of about six weeks during which they may be attached to a 
special training course on agricultural credit Of this course, half the 
duration may be devoted to lectures on various aspects of agricultural 
finance such as scrutiny of loan application, determination of credit 
eligibility, aspects of agriculture, methods of arriving at cost-benefit 
ratio for investment projects, problems of security, supervision of credit, 
recovery and so on, and the other half m visiting institutions such as the 
land development banks, co-operative central banks, primary agri- 
cultural credit societies and the centres at which commercial banks 
may themselves have commenced operations and studying this business 
at different stages, ranging from loan application to recovery In the 
case of less senior personnel, however, the training will have to be 
organized by the bank itself at the district or state level For banks 
wluch have a large number of branches spread over different parts of 
the country, it may be practicable and convenient to organize short- 
term courses on a regional basis It should be possible for agricultural 
universities, agricultural colleges and institutions such as the Reserve 
Bank of India to arrange training for individuals or groups of officers 
at different levels depending upon the demand for such facilities More 
important in the case of such staff is the in-service training wluch can 
be provided at branches of the banks where agricultural credit opera- 
tions have begun to gather momentum. Full use should be made for this 
purpose of the pilot centres started by the various banks for dispensing 
rural credit Lastly, we consider it much more important that there 
should be refresher courses at the state level, organized under suitable 
auspices, at which, over a period of three to four days, specific problems 
which are faced in the field in the matter of making, supervising and 
recovering loans can be discussed threadbare by operational staff who 
are familiar with these difficulties in concrete terms 
6 1 Apart from courses which are designed to train the manager- 
ial staff of the commercial banks m agricultural credit, it will also 
be useful, m our view, to provide opportunities for those who are engaged 
m these operations to exchange their experiences with others con- 
cerned such as officers of the Agriculture Department, representatives 
of suppliers of inputs, staff of agricultural colleges or universities, 
officials of co-operative banks, etc In this connexion, -we understand 
that a senes of workshops are being orgamzed m certain programme 
areas on the initiative of the Agricultural Finance Corporation Ltd , and 
the Ford Foundation, at which various individual proposals for the 
provision of credit are cnticaily examined with the help of the relevant 
specialists We recommend that similar arrangements be made for 
representatu es of the state and central co-operative banks, the land 
development banks, commercial banks, the Reserve Bank and the 
officials in charge of intensive agricultural programmes to come 
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together periodically and discuss problems of common interest with 
reference to concrete instances 

62 One of the major problems in this sphere is that, in Mew of the 
fact that agricultural financing by commercial banks is a new field, 
it may not be casv to find instructors of the requisite competence or 
institutions which ha\c the relevant experience So far as the former 
problem is concerned, we recommend that at a suitable stage, say, 
after the commercial banks ha\ e had experience of agricultural finance 
for about a year, a course for instructors be orgamzed on the basis 
of collaboration between the Bankers Training College of the Reserve 
Bank and selected agricultural universities, in consultation with the 
representatives of the commercial banks 

Training for Staff of Agricultural Credit 
CORP ORATIONS 

63 We have already referred briefly to the problems of staff for state 
agricultural credit corporations As far as possible, it should be ensured 
that only personnel already trained is taken over from other institutions 
at different levels However, in view of the generally unsatisfactory 
record of co-opcrativ c credit in some of these areas, such training d 
experience as tlus staff might have had may not suffice for the task 
which awaits them We, therefore, recommend that the Reserve Bank 
should organize special training courses of short duration, say one 
month, for such staff in each state The training should be strictly 
practical in nature and concerned with the mechanics of production 
credit such as the crop loan system So far as the staff to be newly 
recruited arc concerned, they should be put through a fairly intensive 
programme of training of about slx months duration which wall include 
a short initial period of working in the corporation, working in a well- 
developed apex co-opcrativc bank, training at the Reserve Bank and, 
finally, a short apprenticeship on return before taking up responsible 
duties 

64 We have earlier suggested that the corporations may obtain 
the services of experienced officers of the Reserve Bank or the State 
Ban! or well-developed state co-operative banks on deputation as 
senior executives of the corporation As it is necessary to groom a 
couple of persons of the state itself who can individually or jointly 
replace in two or three years such officers deputed from outside, we 
recommend that, as soon as possible, an appropriate number of persons 
of the required standard of academic qualifications and experience 
should he chosen bv the corporation and deputed for intensive training 
for six to nine montlis according to a programme which may' be dialled 
out in consultation with the Reserve Banl 
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CONCLUSION 

I t only remains for us to make a few observations on the task we have 
attempted The assignment entrusted to us had two principal aspects 
One of these was to review the developments that have taken place in 
rural credit since the Report of the Rural Credit Survey Committee 
The other was to make recommendations on the basis of tins review and 
of the estimated pattern and dimension of future needs Our proposals, 
therefore, are essentially based on what has already been built, in 
the co-operative sphere and beyond it, as an integrated and multi- 
faceted structure of rural credit Today that structure has expanded in 
many directions not envisaged, at least not in the same degree, by 
those who formulated the recommendations of the Rural Credit Survey 
Commercial banks, for example, now occupy a much larger part of 
the structure than had been thought possible fifteen years ago. New 
institutions have been established and we ourselves propose some more 
as part of the same inter-related series of organizations Our recom- 
mendations, accordingly, whether dealing with structure or procedure, 
form an integrated whole and should be considered in their entirety 
2 While we have suggested some changes in different aspects of 
rural credit policies, we feel that, m many instances, there is a greater 
need for the implementation of the policies which have already been 
agreed upon in principle rather than for the formulation and adoption 
of new policies Further, there is a long time-lag between a consensus 
being reached on a particular policy at the highest levels of the credit 
structure and government on the one hand and its actual implementa- 
tion on the other Again, difficulties and delays are experienced m 
the communication of new policies to the field and the acceptance of 
such changes at that level We, therefore, feel that, on balance, too 
many and too abrupt changes m policies relating to agricultural credit 
should be aioided, particularly as such credit is dispensed on a de- 
centralized and diversified basis m lakhs of villages It is, moreover, 
appropriate to allow sufficient tame for the policies now under imple- 
mentation and experiments now m progress to ivork themselves out 
for some time and throw up lessons for the future It is m this spirit 
that we have refrained from recommending numerous or radical 
changes m some of the existing pohcies which, though recommended 
and generally accepted much earlier, have begun to be implemented 
m nelit earnest only of late 'We have not, however, hesitated to suggest 
reforms in existing practice wherever we considered them essential 
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from the point of view of improved performance of institutional credit 
in support of increased agricultural production It is our hope that the 
flow of credit will be enlarged, accelerated and qualitatively improved 
if these changes are given effect to by the institutions and authorities 
concerned Nor have we hesitated, as mentioned above, to propose 
major structural changes, or even new institutions, where these ap- 
peared necessary m order to subserve specific objectives which could 
be regarded as of more than ordinary importance It is on such consi- 
derations that we have recommended the constitution of an Agri- 
cultural Credit Board in the Reserve Bank of India, the establishment 
of a Rural Electrification Corporation and the experiment of Small 
Farmers Deiclopmcnt Agencies to be set up in a number of selected 
districts 

3 Wc would emphasize here, as we have done earlier, that while 
credit can play a critical role in de\ eloping agriculture, it can do so 
only if certain basic conditions are met Thus, the farmer should have 
the incentive to produce more He should be made aware of the means 
of improving his production by adoption of new techniques and be 
cominccd of the cffectn cncss of these techniques This, in turn, calls 
for research, extension and education suitably co-ordinated with one 
another While the institutions of agricultural research are continuously 
engaged in evolving improved inputs and techniques, an adequate 
and competent extension agency should carry such knowledge to the 
farmer in a form suitable for adoption in the circumstances in winch 
he operates Further, the required inputs should be available to him 
at reasonable prices, in adequate quantities and at the right time It is 
only if these arc ensured that institutional credit can play a truly 
dynamic role 

4 In making our recommendations, we have taken into account the 
possibilities of agricultural development as they present themselves 
today Further changes in technology and a new breakthrough in 
certain directions so far unexplored cannot, however, be ruled out The 
high-yielding sarictics of foodgrams as well as other crops provide a 
field in which there is likely to be continuous experimentation to c\olvc 
strains which arc particularly appropriate from the point of view of our 
agricultural conditions as well as our consumer preferences Again, it 
ma> pros c possible to devise special means of tackling the problem of 
agriculture in the vast dry regions of the country The relative impor- 
tance, from the point of view of policy, of different crops and different 
regions in relation to each crop may also change from time to time In 
dut course, therefore, the programming of credit as wc envisage it will 
be designed and c'ccutcd not only region-wise but also crop-wise and 
as part of the wider agricultural strategy These developments will 
bnng new tasks for the institutions of agricultural credit Wc hope that 
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the recommendations tve have made will be of help in tackling some of 
these new and emerging problems 

5 In formulating our recommendations, we have generally tried 
to set out only broad policies -without necessarily concerning ourselves 
•with the detailed mechanics of how they may be operated It is not, 
however, easy to separate policy and procedure with any precision. 
By and large, techniques and procedures for implementing the policies 
which have been suggested should be devised m each area with 
reference to local practices and traditions by those who are involved 
m the working of agricultural credit institutions and agricultural 
programmes, instead of a uniform and rigid set of procedures being 
laid down for adoption in all parts of the country. It will, therefore, 
be for institutions and authorities at the state and district levels to 
draw up both specific programmes for action and procedures for 
implementing them, once the broad principles which are set out m 
this Report are accepted as basis for policy. 

6 Action m the field of rural credit, as in any other field of eco- 
nomic activity, will have to be based on facts as they obtain at the time, 
as also on the prospects of the future as they open up. It is necessary 
that, at each level, the authorities and institutions concerned should 
continually review the developing situation, plan for the years ahead 
and take decisions which are meaningful in terms of both wider policy 
and the local needs and conditions. It is our hope that, in the recom- 
mendations made in this Report, we have provided a policy frame 
within which detailed and decentralized planning and decision- 
making m regard to rural credit can be attempted m the coming years. 
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SUMMARY OF RECOMMENDATIONS 
Co-operatives (I) Areas of Retarded Growth 
(Chapter 14) 

1 In the states for which agricultural credit corporations have been 
proposed, the decisions in regard to the establishment of these institutions 
should be quickly taken with reference to the existing state of co-operative 
credit and the probable level of future demand for agricultural credit so 
that all the necessary preparatory work may be taken up At the same time, 
whether it be m addiuon to the corporation or in lieu of it, the co-operaDve 
credit structure m each of these states has to be geared up to meet the tasks 
which await it (No 31) 1 

2 The state co-operative bank has to play a major part in rectifying 
deficiencies which account for the inadequacy of co-operative credit in many 
areas Where the state co-operative banks are well equipped in terms of 
resources as well as management, the problem should be comparatively 
simple, especially as in such states the pockets of inadequacy should be few 
Elsewhere, special steps have to be taken, as indicated below, to revitalize 
and strengthen the state and central co-operative banks 

(«) Where the state government is strengthening the state co-operative 
bank through share capital contribution, long-term deposit, managerial 
grants or any other means, the board of the bank should be suitably re- 
constituted, in consuhauon with the Reserve Bank, to provide for ade- 
quate representation for the state government as well as for the inclusion 
orsome specialists in agriculture and credit 

(11) The Resen. e Bank may be enabled, m suitable cases, to appoint one 
of its officers to be an observer with each such state co-operative bank so 
that he mav attend the meetings of its board of directors and offer advice 
on steps relevant for the reorganization and expansion of co-operative 
credit on sound lines The Banking Regulation Act, 1 949, may be amended 
to test m the Bank uis-a-vu the state co-operaove banks, powers similar 
to those which it already has, for this purpose, in relation to commercial 
banks Even in annapation of such amendment, arrangements mav be 
made, through negotiation, to enable observers from the Reserve Bank to 
be appointed on a voluntary basis 

(«i) The chief executiv e officer of each such state co-operatn e bank should 
be carefuilv selected from the point of view of the responsibilities which 
will devolve on it m connexion with the reorganization of co-operative 
credit in the state If the present incumbent is to retire, or, for other 
reasons, to leave m a vear or two, a suitable officer mav be immediately 
chosen (or this position and giv en suitable training In more than one case, 
however, u will be necessary to find a suitable incumbent from outside 

number' m b-ac^tts at the end of recommendations refer to the paragraph numbers 
gn en m the Repc-t. 
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the bank, eg, b\ ad\ ertasement or by taking a competent officer from 
the Reserve Bank or State Bank on deputation 

(it) The State contribution to the share capital of each state co-operativ e 
bank and of the central bank in areas of poor performance of co-operad\ e 
credit should be increased to the extent necessary for providing the base 
for enlarged lending and, in some degree, for augmenting the disposable 
‘ own ’ resources 

( v ) Where a central bank is virtually inoperatii e and therefore unable 
to finance the agricultural credit societies affiliated to it, the apex bank 
ma} establish a branch and finance the creditw orth} societies till the 
central bank is reorganized on the basis of steps suggested elsewhere in 
the Report Surularh, in areas where the agricultural credit societies are 
dormant and their reactivization or liquidation is proceeding slowfy, the 
central co-operative bank ma} finance cultivators direct through the 
nearest branch so as to ensure the flow of credit to non-defaulter or new 
members These measures, however, should only be transitional 
expedients 

(n) The staff of the reorganized banks, apex or central, at the head 
office and m the field should be augmented to the extent necessary and also 
quahtauv eh improv ed through appropnate measures of recruitment and 
training 

(ru) Special grants mav be provided b> the state government to enable 
co-operativ e banks to employ staff of the nght quality and in a sufficient 
number and to write off irrecoverable bad debts in certain special 
contexts (ho 34) 

3 If, on the basis of the programme for rehabilitation of weak central 
batiks drawn up b\ the Reserve Bank, it is found that the owned capital of a 
central bank has been eroded, the state gov eminent should provide a suitable 
grant to it so as to wipe out the defiat in its assets and make it serviceable 
for finanang agricultural programmes At the same time efforts should be 
made for reorganizing agricultural credit soaetics on the agreed lines so 
as to develop them into active and viable units, for educating the membership 
and leadcrslup in their responsibilities and for strengthening the bank’s 
management b\ getting trained staffand officers (No 35) 

4 Where a central co-operative bank is unable to operate on the credit 
frailties available to it from the Reserve Bank because of hcavq overdues, 
the state gov eminent should make a long-term deposit with it while measures 
to improve recoveries and identify and correct the factors accounting for 
default should conunuc (No 36) 

5 In arcumstances in which it is found that the management of a co- 
operative ban 1 or societ) is recalatrant and does not co-operate with 
measu'cs fo- reform on the desired fines, die state government, in consulta- 
tion nth the Reserve Bank, might supersede such management and ad- 
minister die institution throjgh a spcaal officer of the government or die 
apex o' central co-operative bank as the case mav be (No 37) 

G S ep, to build up appropnate cadres at the managerial level for apex 
anl central banks on the lines recommended efiew here should receive spcaal 
d urgert at'enuon m die areas of retarded co-operative credit (No 38) 
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Go-operatives (II) Promotion of Viable Units 
(Chapter 15) 

7 Cases m which more central banks than one operate m a district 
and there is no proposal for amalgamation under plans already agreed 
upon, should be re-examined with a view to determining whether a further 
programme of amalgamation is necessary so as to ensure that no bank 
covers an area of less than a district, provided that any unit which has 
already reached a level of loans outstanding of Rs 1 crore may be left 
undisturbed (No 1) 

8 Concerted efforts should be made to rehabilitate weak central 
banks on the lines indicated in Chapter 14 and generally to build up the 
loan business of all the banks (No 1) 

9 The functioning of strong and viable units at the primary level is 
an urgent need as much for the sound working and health of the entire 
co-operative credit structure, as for the successful implementation of agri- 
cultural programmes It is therefore important to complete, withm the 
first two years of the Fourth Plan, the present programmes of reorganization, 
so that only viable or potentially viable primary agricultural credit societies 
remain m existence as at the end of 1970-71 Further, in order to avoid 
confusion, there should be no major change in accepted policy m regard 
to the structure at this level, at least till the end of the Fourth Five Year 
Plan (No 17) 

10 While taking care to see that economic viability is assured, the 
state governments should adopt a flexible approach in determining the 
specific standards of business required for a viable society so that they may 
be varied from area to area with reference to disparities m conditions in 
different regions and also modified from time to time, as the costs of staff 
and other relevant factors change (No 18) 

1 1 There are at present two restrictions which set limits to the juris- 
diction of a primary agricultural credit society, viz , (i) no village should be 
more than three to four miles distant from the headquarters and '(») the 
population covered should not ordinarily exceed 3,000 As an appropriate 
territorial limitation should itself suffice to ensure compactness, it is recom- 
mended that an agricultural credit society may be permitted to cover a 
population of more than 3,000 and that, in fact, no limit be set in this regard 
(No 19) 

12 While the volume of business of a viable primary agricultural credit 
society should be large enough to ensure that the functions expected of the 
society can be satisfactorily discharged, the area of operation should not be 
so large that the cultivator finds it inconvenient to obtain the service required 
fiom the society As conditions in respect of agricultural potential and 
communication facilities differ widely, no rigid limits can be placed on the 
territory which can be covered in terms of the distance of a village to the 
society’s headquarters While a sufficient base for viability may be expected 
to be found in due course even within territorial and population limits 
which are fairly narrow, there should be no objection if, in the short run 
these limits have to be exceeded m certain instances Discretion m such 
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matters should be left to the state government, the state co-operative bank 
and the central co-operative bank concerned (No 19) 

13 Consistently with the policy already agreed upon in regard to the 
promotion of viable units at the primary level, each society should be 
expected not only to provide larger credit and distnbunon facilities, but also 
to mobilize deposits and diversify services It is suggested that though the 
minimum norms of viability may be placed at figures agreed to between the 
Reserve Bank and the respective state governments, at least those societies 
which already have reached these levels of business should endeavour to 
strengthen themselves further through expansion ofloan operations and other 
business so dial the) can employ more adequate staff and operate more 
efficientl) (No 20) 

14 It is hoped that the level of operations of some of the primary agri- 
cultural credit societies will grow substantially beyond the minimum stan- 
dards stipulated for viability and that, in this process, there wall be not only 
expansion and diversification in the loaning operations, but also increase in 
their deposits Such societies which wall develop into rural banks accepting 
all types of deposits, rendering various banking services and offering different 
types of credit facilities, including those required by non-cultivator sections 
of the village community, may be brought under the Reserve Bank’s 
statutory control 1 (No 22) 

15 Persuasion on the part of the Co-operation Department and the 
central co-operative bank and the use of sanctions such as the denial of 
government share capital contribution, managerial subsidy and loan for 
godowns should help overcome the reluctance of primary units to amal- 
gamate to form a viable society In the last resort, if efforts in all these 
directions prove ineffective, the Co-operation Department should noi hesi- 
tate to use the statutory powers, where they arc available, to order compulsory 
amalgamation of such societies, after carefullv considering all the probable 
objecuons The Co-opcrauvc Societies Acts which do not vest in the Registrar 
of Co-operative Societies the powers Tor compulsory amalgamation of co- 
opcrauvc socicucs may be suitably amended to include tins provision 
(No 24) 

16 A posiUve effort may be made in all the states to convert all agri- 
cultural credit societies to the limited liability basis (No 25) 

17 Rcactivization of dormant primaries, or their liquidation, where 
untv oid iblc, licing important aspects of rcorganizauon at the primary level, 
should be pursued with the necessary drive Addiuonal staff should be 
provided, wherever necessary, for the hquidauon work to be completed 
cxpcditiouslv (No 26) 

tO The units at the primary level should play a bigger part than in the 
past in mobilizing rural resources An increasing number of viable societies 
should endeavour to build themselves up to a position in which they can 
accept different types of deposits and offer all types of banking services, 
including the issue of remittances and collection of cheques (No 27) 

19 The central co-operauv e banks may sancuon, w here necessary , special 
lines of credit to agricultural credit societies for financing the distnbuuon 

1 Rrcor-r- -relation No 177 may abo be .era in thu context. 
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of fertilizers and other agricultural requisites or that of consumer articles, 
taking appropriate safeguards widi regard to the verification of stocks, 
furnishing of stock statements, etc The share capital of the village soc ety 
should be specially strengthened to the extent necessary for providing 
the base for such borrowing (No 28) 

20 In diose cases where, (i) a society' finds it necessary' to borrow from 
the central co-operative bank for its non-credit activities, (ii) the non- 
credit business is more than twice the volume of loans issued, and (in ) the 
level of such business exceeds Rs 2 lakhs, the state government may be 
enabled to contribute additional sums to the share capital of the agricultural 
credit societies over and above Rs 10,000, provided that the total contribution 
of the government does not in any case exceed Rs 20,000 (No 29) 

21 Suitable financial provision should be made for the payment of 
managerial subsidy at an average of Rs 1,500 per society, to be spread over 
a period of tliree years and this subsidy' be provided only to societies which 
employ a full-time paid secretary' (No 30) 

22 The probable staff requirements in respect of trained full-time 
secretaries for primary agricultural credit societies m each district should be 
estimated by the authorities of the Co-operation Department and the central 
co-operative bank and steps taken veil in advance for the recruitment and 
training of such secretaries (No 31) 

Co-operatives (III) Lending Policies and Procedures 
(Chapter 16) 

23 Early steps should be taken to introduce the crop loan system in 
areas where this has not already been done and to implement it m all its 
aspects wherever it has been introduced partially (No 2) 

24 The size of the loan being relatable, on a given scale of finance, to 
the acreage under different crops, the society should have complete and up- 
to-date particulars of the land held by each member and die crops raised 
thereon Mutation proceedings should be earned out on a pnonty basis 
m areas where lands have been surveyed and there are records of present 
holdings, so that die records of ownerslup, possession and tenancy in the 
land are brought up-to-date The revenue authorities at die state level 
should watch progress in dus respect dirough a system of returns, checks, 
etc It should be made obligatory' on the revenue officials m the villages to 
furnish to die staff of the co-operative banks and other institutions providing 
agncultural credit, detailed information on holdings of the cultivators in die 
relevant areas (No 9) 

25 The agncultural credit societies and central banks should also diem- 

selves take the initiative in getting the land records of their members up-to- 
date (No 9) r 

26 Co-operative banks should take steps to ensure proper lenfication 
of data so that credit is not based on falsely reported acreage (No 9) 

27 Instead or the field workers’ conference which determines the scales 
o finance, the machinery for the purpose should consist of a compact group 
of persons drawn from the Agriculture and Co-operation Departments, the 
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central bank, selected agricultural credit societies and a few successful and 
enterprising farmers in the area The task of this essentially technical body 
Mould be to determine the norms keeping m view the resources position 
and the experience in regard to use of fertilizer and adoption of improved 
practices (No io) 

28 Scales of finance under the crop loan system should, as a rule, be 
fixed separately for as small an area as possible, preferably a laluka, and, 
in particular, separate scales should be fixed for irrigated and non-imgated 
areas (No 10) 

2g The additional cash component (e) of the scale of finance may be 
gi\ en up so that the scale will consist of only two components cash and kind 
(No n) 

30 It is important that the large cultivators should be required pro- 
grcssiv cly to plough back more of their own resources for financing produc- 
tion and development The co-operative credit structure should, therefore, 
reorient its lending policies by gradually introducing certain refinements 
in the existing method of arriving at the actual credit limits for individual 
cultivators Specifically, it is recommended that the co-operatives may 
provide (i) to each cultivator with a holding below a specified limit, a loan 
equal to the full entitlement on the basis of such scales and lus acreage, (n) 
to each cultivator with a holding which is abov e tins limit but below a higher 
limit to be specified, a loan equal to only a proportion of such entitlement, 
and (111) to each cultivator with a holding even larger than the second limit, 
a loan equal to a smaller proportion than that in (it), of such entidement 
No rigid or uniform norms arc, however, proposed for appheauon all over 
the country either in regard to the manner m which cultivators may be 
classified with reference to their holdings or the extent to which they may 
be financed in relation to their entitlement on the basis of crop-cum-acrcage 
On the same principle, that is, of inducing the larger cultivators to utilize 
their own resources to maximum extent possible in preference to borrowings 
from co-opcraUvcs, it is suggested that agricultural credit societies may adopt 
a svstem of differential rates of interest on different slabs of borrowing so 
that the rate of interest charged is higher on loans above certain limits 
(Nos 12 &. 13) 

31 The insistence on disbursement of a part of the loan m kind may be 
relaxed, such relaxation being restricted, in the first instance, to areas where 
fcrulizcr-consciousncss can be assumed to have reached a lugh level, and 
being accompanied by the following safeguards (1) the quantum of compo- 
nent ( 4 ) should be fixed realistically taking into account the local availability 
of fertilizers and the rate of application common in the area , (11) during the 
first few vears after the change-over, a part of component ( 4 ) may conUnuc 
to be given in land , (lit) the normal cash component (a) may' be reduced 
wherever u is unrcasoniblv high, (tv) production of vouchers providing 
evidence of purchase of fertilizers and other inputs may be insisted upon, 
(r) die blocl extension stifT should be specifically entrusted with the work 
of supervision, parallel to that exercised by the central bank, with a view to 
ensuring that the members arc in fact using the dosages of inputs for which 
they havr rirav a credit (Nos 23 &. 24) 
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32 The principle of seasonality should be observed by co-operatives m 
lending and recovery of production credit However, there should be flexi- 
bility m implementing this principle so as to take into account special 
problems of (i) particular areas such as those where the cultivators carry 
on cultivation almost round the year because irrigation facilities are available 
and short duration crops have been adopted and (u) certain crops, such as 
coconut, which do not call for expenditure on a seasonal pattern and provide 
a yield tliroughout the year Cash credit typ e of accommodation may be 
provided to cultivators engaged in multiple cropping To start with, this 
may be tried as a pilot project in compact aieas where there is an intensive 
agricultural programme and confined to cultivators who operate on an 
intensive plane of cultivation and have a satisfactory record of repayment 
and to societies which have a full-time paid secretary and are functioning 
on sound lines Similarly, experiments may be undertaken, on the basis of 
special studies, to adapt seasonality to the conditions of multi-crop areas or 
those where crops such as coconut are grown (No 27) 

33 Due dates should be realistically fixed, allowing a reasonable time 
to sell the crop, with reference to the normal conditions of marketing m the 
area (No 28) 

34 Short-term production credit should not be made dependent on the 
borrower’s ability to provide mortgage security and, therefore, there should 
be no arbitrary and unduly low ceilings on the amount which may be 
provided against personal sureties (No 30) 

35 As a security for short-term credit, personal surety buttressed by 
statutory charge created by the borrowing cultivator m favour of the co- 
operative society in respect of lus interest (whether as owner or tenant) m 
the land cultivated by lum should suffice Satisfactory arrangements should, 
therefore, be made for recording the charge on land created in favour of 
co-operatives Wherever possible, the co-operative society may take advantage 
of the charge, if it can be secured, as it ensures the continuing interest of the 
borrowing cultivator in agriculture and his connexion with a particular 
piece ofland either as tenant or as owner However, the insistence on a charge 
on the borrower’s interest in land should not be taken to the point at which 
the co-operative loan is denied to a cultivator, such as an oral lessee, who 
is engaged in production but has no identifiable interest m land in respect 
of winch a charge can be created Secondly, the ability of the cultivator to 
raise a long-term loan, for winch mortgage of land is usually required, 
should not be prejudiced by the creation of a charge in favour of the co- 
operative which has made a short-term loan To this end, provision may be 
made m die Co-operative Societies Acts of die states, as has been done in 
Maharashtra, for dus charge to be subordinated to any claim of a land 
development bank against the mortgage of die same land.. (Nos 31 & 32) 

36 The agricultural credit society should not be precluded from accept- 
ing any other security if it is found more convenient Accordingly, so far as 
die loans are given for the purposes of production and the size of the loan 
is determined with reference to crop and acreage, there should be no bar 
against gold ornaments and jewels being taken as security even for the crop 
loan. However, if refinance facilities from the Reserve Bank are to be 
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availed of, the purpose of such loan has to be shown to be agricultural, for 
it is the nature of the purpose and not the security, that is relevant m this 
context (No 33) 

37 An) liberalization m the existing practices should be brought about 
by persuading the management of co-opcratn.es to appreciate the underlying 
principles and involving them actneh n the programme of producoon- 
onenled credit of which such liberalization comes to form an incidental 
part (No 34) 

38 State governments should take effective steps for ensuring, m the 
context of the implementation of land reforms, that the institutional credit 
agencies are helped by the appropriate government machinery' at the tillage 
and higher levels in the identification of the holdings held as owners or 
tenants by those (including oral lessees) who seek credit for financing agri- 
cultural production (No 35) 

39 The loan procedure should be so designed that the borrower gets 
the loan at the time when he needs it and with the least possible difficulty 
Procedural formalities should be kept to the minimum, consistent with the 
need to ensure that more credit is not provided than needed and can be 
repaid and that die funds are used for productive purposes Every effort 
should be made to reduce the number of paruculars required to the essential 
minimum, to expedite and improve the scrutiny of the applications and to 
streamline the arrangements for sanction and disbursement, providing for 
a reducuon in the number of authorities through whom the process has to 
be earned out, to the extent possible Efforts should be directed not only at 
reducing the length of the process between application Tor a loan and its 
disbursement, but abo at seeing that the process commences early enough 
A calendar of operations should be drawn up to cover the vanous stages of 
the lending process and steps taken to ensure adherence to tins schedule 
(Nos 36 <S. 46I 

40 The following are some of the specific directions m which efforts 
m) be made to reduce delays How exactly they should be implemented 
in an\ given area has, however, to be determined by each central bank with 
reference to the existing loan procedures, the pattern of crops, availability 
of staff and other local factors 

(l) The forms should be simplified to the maximum extent possible 
and the number of places at which a borrower is asked to sign, reduced 
(11) Tlie pracuce of getting applications from individual cultivators 
mav be given up wherever it obtains 

(m) The practice of the society applvang to the central bank for loans 
oa a number of occasions, each time for a group of members, should be 
given up and one or more consolidated appheauons may be sent up well 
in time 

(1 ) It may be examined whether there is any part of the data in regard 
to cultivator's application for a loan which can be assumed to be more 
o" le's constant and not requiring annual review 

(r) I 'To-ts should be made to improve the preparation of applica- 
tion b, p'ovidmg for suitable staff and giving them appropriate 

t' UtJ"g 
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(vi) The practice of routing the applications of societies through an 
officer of the Co-operation Department as a general rule should be given 
up They should be so routed only in special circumstances and for special 
reasons 

(mi) Wherever provision for delegation of powers ofloan sanction does 
not exist, arrangements should be made for loan committees of central 
banks to be constituted and vested with appropriate powers Similarly, 
once die sanction has been obtained, drawal need not be made dependent 
on furdier sanction by die loan committee or by the board, but should be 
permissible widi die approval of an officer of die central bank who will 
satisfy himself that the individual or die society has acquired eligibility 
for a fresh loan 

(mh) Branch extension by die co-operative banks should help speed up 
disbursement of loans (No 47) 

41 An arrangement may be tried m selected areas and on an experi- 
mental basis, for enabling a cultivator to acquire automatic entitlement to 
production credit from his society for a particular year, provided he has 
repaid lus previous dues prompdy and in full Such entadcment may be 
restricted to 75 per cent of die limit sanctioned to him during the previous 
year, the balance being made available to him after the current year’s 
normal credit statement has been approved To the extent of die total of 
individual limits so treated, die primary agricultural credit society should 
also have an automatic line of credit from die central bank This expen ment 
may be subject, in die first instance, to the following safeguards 

(1) Tlus facility may be provided only in societies which have attained 
viability or have approached diat stage, have a saUsfactory record of 
repayment of dues to the central bank, employ a full-ume paid secretary 
and are classified as * A ’ 01 ‘ B ’ under audit 

(h) The facility may be restricted to members who have not defaulted 
to the society in the tw r o previous years 

(tit) The experiment may be tned only in areas covered by intensive 
agricultural programmes 

(to) To start with, die facility may be provided only m regard to the 
kind component of the loan 

(0) For the first two years of the working of this scheme, if necessary, the 
supervisory staff of the central bank dealing with the societies selected 
for this experiment may be suitably augmented 

(01) The experiment may be reviewed after two years of working and 
extended to other areas if the experience is satisfactory 

(on") The experiment may be tned only by central banks which have a 
loan business of at least Rs 1 crore, a comfortable position m regard to 
own ’ resources and a record of saUsfactory working (No 48) 

42 DecentrahzaUon of the loan sanction powders of die central bank is 
suggested on an expenmental basis at two stages Firsdy, advisor)' committees 
may be set up at each branch of a central co-operative bank and limited 
powers of sanction of loans to socieues covered by the branch may be vested 
in such committees, subject to a financial ceiling on die aggregate amount 
which each of them may sancUon Secondly, selected agricultural credit 
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societies which ha\e a fair record of efficient operation and satisfactory 
repayment performance may be permitted to sanction loans to their members 
up to certain financial ceilings without awaiting approval of the central bank 
This experiment may be undertaken in a selected number of good societies 
with substantial owned funds and extended gradually (No 49) 

43 A system of farmers’ credit pass books for having an authoritative 
record of the cultivator’s rights in land for the use of various credit agencies, 
as suggested by a committee appointed by one of the state gov emments, is 
not likely to prov c practicable (No 51) 

44 A system of credit cards, representing credit authorizations which 
will be honoured by different suppliers from whom the cardholding cultivator 
can obtain inputs without making cash payment, cannot be of general 
application m the present condiUons on various considerations (No 53) 

Co-operatives (IV) Recoveries axt» Supervision 
(Chapter 17) 

45 The implementation of the accepted policy of entrusting the central 
financing agency with financial supervision of agricultural credit societies 
should be completed without delay Where the state governments have been 
reluctant to effect this transfer because of their eagerness to hav e staff at their 
command for certain administrative functions, provision may be made for 
limited field staff for this purpose to be employed by government or by any 
other relevant machinery like supervision boards (No 12) 

46 In determining the work-load of a supervisor, account should be 
taken not only of the number of soaeUes, but also the volume of their loan 
operauons and non-cred't business, the pattern of farming operations m the 
area, the nature of terrain to be covered, the distance from the supervisor’s 
headquarters to the villages and the availability of transport facilities 
(No 13) 

47 With a view to enabling supervisors to have the necessary' background 
and some familiarity with the techniques of agriculture, an attempt should 
be made to impart such knowledge to them tlirough training programmes, 
refresher courses, etc (No 14) 

48 In view of the dclavs and difficulties experienced in the past, it 
would appear appropriate to gvc up the present insistence on a declaration 
by government of an annauan of less than six annas, as a condition for the 
state co-operative banks to be ehgble for conversion facilities from the 
Nauonal Agricultural Credit (Stabilisation) Fund of the Reserve Bank in 
the event of crop failure As an altcrnauve method of determining chgbihty 
for the purpose, a committee may be constituted in each state with the 
Agricultural I’roducuon Commissioner, die Secretary of the Revenue 
Department, the Director of Agriculture, the Registrar of Co-operative 
Socieues, the managing director of the apex co-operative bank and a 
rep-e'cntative of the Reserve Ban!, v adi a representative of the afTectcd 
erntr d banl co-opted v hen its case is being considered, to talc a quick 
d<-o inn, on th** bans of the reports to be made available by the rcvcnui 
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authorities and the officers of the Agriculture Department at the district 
level, as to whether the crop failure m a given area is such as to justify the 
conversion facility (Nos 24. & 26) 

49 As the loans from tire Reserve Bank often fall due before the forma- 
hues connected with conversion are completed and have either to be repaid 
or allowed to become overdue and conversion in either case is ruled out, 
provision may be made for the amounts falhng due to the Reserve Bank 
to be frozen for tliree months after the due date, m exceptional instances if a 
pnmafaae case is made out, but die conversion operation is held up pending 
completion of die required formalities Tins special facility may be restricted 
to a penod of, say, five years (No 27) 

50 It is not considered necessary 7 or practicable to bring cases m which 
the crop is of die value of eight annas widun die purview of stabilization 
facilities (No 29) 

51 As regards difficulties experienced by borrowers of medium-term 
loans m repaying the instalments in die event of crop failure, it should 
ordinarily be possible to meet the situation by granting extensions m really 
hard cases, rather than undertaking conversion operations The latter may 
be resorted to, if at till, only in exceptional circumstances where rehef m dns 
form is found to be absolutely necessary, e g , because of recurrent or 
severe crop failure Conversion m such special cases may be effected from 
the stabilization funds of die co-operative banks widiout recourse to the 
National Fund (No 30) 

52 It is not considered necessary to suggest any stabilization arrange- 
ments for long-term loans The instalment falhng due m a particular year 
may, however, have to be postponed in cases where die increased producti- 
vity resulting from the improvement has itself been adversely affected by a 
natural calamity (No 32) 

53 Arrangements and rules for writing off arrears m die context of 
recurrent natural calamity', under die scheme for rebef and guarantee funds, 
should be finalized without delay (No 35) 

54 It is suggested that the rehef and guarantee funds might be 
exclusively intended for rehef purposes and that it should be left to the state 
governments to decide whether or not they should have a guarantee fund 
to back the guarantees which diey offer The rules drawn up for diese funds 
by the various state governments may be modified accordingly (No 38) 

55 Under the rules in force in certain states, the rehef and guarantee 
fund cannot be drawn upon until the stabilization fund has been exhausted 
As the two funds are intended for different purposes, the rules may be 
suitably modified to remove this condition (No 39) 

56 In tackling overdues, an important aspect is that of educating the 
borrowers, the extension staff, the administrators and the political chiefs, 
m the discipline which must underlie institutional credit if its flow is not to 
be interrupted It is necessary that all those concerned with agricultural 
producuon and not merely lending agencies should collaborate m an effort 
to ensure that agricultural credit is used for the purposes for which it is 
advanced and repaid out of the incomes which arise from the pioduction 
activity thus financed (No 41) 
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57 As suggested m Chapter 14, a programme of rehabilitation may be 
drawn up for each central bank winch is unable to function adequately 
because of heavy' overdues On the basis of a society-wise picture of re- 
cov crablc and irrecoverable dues to be arrived at by a case by case investi- 
gation of each individual overdue account, there should be an active dnve 
backed by coercive measures, when necessarv, to recover the realizable dues 
m instalments spread over three to five years To the extent of the irre- 
coverable overdues, state governments should provide grants for writing 
them off after ensuring that all possible efforts have been made to realize the 
overdue amounts In extreme cases, the temporaiy expedient of direct 
financing of die societies by the state co-operative bank and of individuals by 
central co-operative banks may be tried, where necessary' Tlus transitional 
role wall, however, have to be played by agricultural credit corporations in 
the states for which they have been proposed (No 45) 

58 The recovery performance of co-operatives is bound up with certain 
factors of immediate relevance and impact as well as odier and more basic 
features of the agricultural credit situation While the efforts to tackle the 
former widi expedition and dnve can be effective in the short run, action 
in regard to the latter involves educational and organizational effort, as 
part of which die following measures are suggested 

(l) Measures suggested elsewhere for reforming and streamlining the 
loan policies and procedures should, if implemented, help check 
overdues 

(11) The dnve for recovencs should be organized efficiendy and in 
advance of die due dates, widi all the audion ties concerned being involved 
such as the non-officials at the pnmary level, as also the directors or the 
central bank and the affiliated marketing societies The total task of collec- 
tion of dues has to be broken up into detailed items of work to be attended 
to during the recovery' season according to a time-schedule, specific 
rcsponsibihucs have to be allotted to individual funcuonanes, and a 
dnve has to be mounted m different parts of die distnet The onus of 
drawing up and execuung programmes of this nature should be on the 
apex and central co-operative banks 

(m) Shortcomings in the matter of keeping a watch over due dates and 
arranging for resources for promptly meeting the obligations to the higher 
financing agencies have, m some cases, led to die default of central banks 
to die apex banks A change in this attitude of indifference as well as an 
improvement in the technical competence of the paid management js 
called for 

(1-) A provision enabling the staff of die Co-operation Department to 
execute decrees without having to depend upon die revenue machinery 
mav be made in the Co-operauvc Societies Acts of states where it docs 
not 11m exist 

(r) The staff, officers and office-bearers of the co-operative banks and 
the C<>-opcratjon Department should be vigilant in pursuing action on 
o erdues, obtaintng decrees and executing them The position in dus 
reg ird should be revicv cd in all states and additional recovery staff 
appo med, wherever necessary, in the context of large overdues 
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(ri) A provision enabling the central co-operative bank to initiate action 
on its own against a defaulter-member of a primary agricultural credit 
society even when the latter is reluctant to do so, may be incorporated m 
the Co-operative Societies Acts in those states where it does not exist at 
present 

(mi) In circumstances in which the existing management is so well 
entrenched in the local set-up dial it cannot be dislodged from die seat 
of power despite the unsatisfactory manner in which it runs a society’s 
affairs, the Registrar of Co-operative Societies is empowered to supersede 
such management and entrust die running of the institution to an ad- 
ministrator appointed bv him Wherever practicable, die financing 
agency, 1 e , apex co-operative bank m the case of a central bank and 
the central bank in the case of an agricultural credit society, should be 
given a predominant voice in die management of die institution after 
its supersession and pending die restoration of a dulv elected board of 
directors 

(mu) The Co-operation Department and the co-operative financing bank 
should exerase the utmost vigilance to see that book adjustments to show 
non-genmne recoveries do not occur on a large scale and take all possible 
measures for avoiding them such as, for example, die adoption of die 
principle of seasonality and insistence on a reasonable gap between the 
dates of recovery and fresh loaning 

(u) Provisions disqualifying defaulters and representatives of defaulting 
societies from continuing on die boards of directors should be incorporated 
in the Acts and Rules m die states where they do not exist at present 
State governments may examine whedter provision can be made for 
matters such as the continuance in office of persons attracting such dis- 
qualification to be taken in appeal to some appropriately senior adminis- 
trative audionty which should also be empowered to initiate action for 
the enforcement of diesc provisions w’here die Registrar of Co-operative 
Societies fails to do so 


(*) Arrangements under which honorary secretaries are provided 
incentives for showing good recovery performance are not favoured 
(Nos 46 to 58) 


59 It is recommended that while the qualifying proportion for financing 
defaulting societies should be brought down so as not to exceed the propor- 
tion of 75 per cent of dieir dues wherever the proportion stipulated is at 
present higher, the specific proportion between 50 and 75 per cent at which 
it may be fixed should be left to be determined by each central bank wndi 
re erence to the level of overducs which obtains among its societies and the 
vo ume of disposable own resources available with it for absorbing such 
overdues (No 60) 

60 Tlie financing of defaulters should not be undertaken in any circum- 
stances Even the financing of such defaulters by government in the form of 
ertiuzer or otherwise should be avoided The right way of helping those who 
sre unable to repay loans because of crop failure is to provide them conver- 

^°bties or, if this is not practicable, to grant extensions m accordance 
the procedure laid down for the purpose (No 62) 
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61 Exceptional situations in which stabilization arrangements are not 
likely to be forthcoming or available m time should be dealt with suitably 
by the central banks on the basis of their assessment of the circumstances 
and the societies concerned (No 63) 

62 The Registrars of Co-operative Societies and the Reserve Bank may 
arrange for data in respect of o\ erdues to be collected and presented m such 
a form that the relationship betw een the amount due for repayment (1 c , 
demand) and that part of it which is not recovered (1 e , o\ erdues) may be 
brought out clearly (No 69) 


Small Farmers Development Agencv 
(Chapter 18) 

63 The proportion of the norms of outlay for different crops which is 
provided by way of co-operative credit should be higher for small cultivators 
than for large cultivators and the rates of interest on relatively large loans 
might be higher than those on smaller loans 1 (No 42) 

64 The large cultivators should be called upon to contribute a relatively 
large proportion of their borrowings from the society towards its share 
capital Greater facility m tins regard, e g , payment in instalments, should 
be extended to the small cultivators (No 42) 

65 Steps should be taken to expedite the whole process of disposing of 
an appeal to the Registrar of Co-operative Societies or some other appro- 
priate authontv, bv an individual against the denial of membership It 
should also be ensured that tlic management of the co-operative society is 
not permitted to deny membership to an individual without expeditiously 
commurucaung the decision to him, or to hold up a decision by the higher 
authorities on an appeal against their rejection, by delaying the communica- 
tion of reasons therefor to diat authontv (No 43) 

66 In each central bank, one of the officers together with one or two 
senior supervisors from among its normal complement of staff should be 
charged with the specific responsibility of renewing the extent to which 
small cultivators, tenants, etc , in the jurisdiction of each agncultural credit 
society have been admitted as members, how manv have received co- 
operative credit and to what extent, and whether the area cultivated by all 
the members is adequately financed Tins staff should also enquire into the 
reasons for which membership has been refused or the required credit has 
been denied wholly or partially and should pursue each of the reasons wath 
a vacw to helping the farmer overcome these obstacles (No 44) 

67 I\ith a vacw to ensuring that the responsibility for financing small 
culuvators is Lalcn scnouslv, the inspecting officers of the state co-operative 
ban! , the Co operation Department and the Reserve Bank should look into 
this aspect oT a central bank’s working in their inspections and other visits 
and attach due v eight to it in their evaluation of the institution (No 44) 

62 The decision to revise the basis for the outright grants so as to relate 
them to the increase in the loans made to small farmers is endorsed and it is 


1 Pern— — — Xnii—i \n 30 to a’<o be srrn m t!m context 
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hoped that a suitable provision will be made for the purpose in the Plan 
(No 47 ) 

69 The powers of state governments to nominate some directors may be 
used to -ensure representation for weaker sections on the boards of State- 
partnered apex and central co-operative banks (No 48) 

70 The various measures connected with organization, staff, policies 
and procedures suggested above are also relevant and applicable to the work- 
ing of co-operative land development banks Rationalization of lending 
policies and the liberalization of the policies m respect of valuation of 
security should help the small cultivators m obtaining long-term credit for 
investment purposes In addition, jomt loans for groups of small farmers 
should be popularized It may also be examined whether some special risk 
funds can be established in the land development banks as in the central 
banks and agricultural credit societies or at least for loans such as those 
made to small farmers for investment in wells which may prove lnlfuctuous 
Support by government to small farmers in the form of subsidies to die extent 
of a part of the cost of investment, free supply of ngs for digging wells, etc , 
may also help the flow' of term credit to diem. (No 49) 

71 There is an immediate need to undertake pilot experiments designed 
to assist small farmers who are potentially viable, to attain, in fact, that 
status Such experiments may help to provide guidelines for formulating a 
comprehensive policy for countrywide implementation after a few years 
(No 50) 

72 The special efforts proposed are to be restricted to those cultivators 
who can be developed into surplus farmers if diey adopt improved techniques 
on die basis of support m terms of supplies, irrigation, services of maclunery, 
etc Appropriate schemes have to be drawn up by technical experts with 
reference to local resources and requirements, so diat such cultivators can 
undertake specific fines of investment (e g , sinking of wells), adopt a suitable 
crop pattern, use modern inputs, and so on It is to deal with this limited 
problem diat an institutional set-up m die form of a Small Farmers Develop- 
ment Agency may be established in certain selected districts (No 51) 

73 It is essential to have an agency separately constituted with certain 
special funds and staff at its disposal Secondly, irrespective of how die funds 
are found, the state government will have to be most intimately involved m 
dus experiment m e\ ery respect such as the selection of die districts, consti- 
tution of die Agency and its working Thirdly, the Agency might be consti- 
tuted as a registered company or a registered society but the latter alter- 
native may be preferred as it is not likely to earn any significant profit 
It is necessary diat, under an} arrangement made, die proposed Agency' 
should liave the fullest autonomy in formulanng schemes, m implementing 
diem and in other activities Fourdily, the scheme should be finanaallv 
supported by the Centre in a substantial measure (No 57) 

74 About 30 districts may be selected for dus ex-penment at the rate of 
at least one district in each state, two districts being taken up in bigger and 
more populated states One district each may be chosen from some of the 
union territories The selection may be made with reference to the following 
criteria (r) die district has a substantial number of small farmers of the 
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category proposed to be served , (if) the district has potential Tor agricultural 
growth, (in) mtensne agricultural programmes hhe the IADP or 
I.A.A.P or H V P or 4 jacut Development Programme are already (or are 
projxised to be) in operation m the district , and (ir) it wall be an advantage 
if the district is served by a co-operative credit structure which is v\ orbing 
satisfactorily and can, if suitablv supported, sustain the credit aspect of the 
programme Though a whole district is chosen, the Agency would find it 
operationally convenient to confine its activities initially to one or two blocks 
and gradually extend the coverage (No 58) 

75 The exact functions which die Agency' will undertake in a particular 
district will depend on the nature and magnitude of the deficiencies and 
handicaps experienced by the small farmers in the area on the one hand and 
on the nature of functions undertaken by the relevant institutions in the area 
and their operational efficiency on die other However, die following are 
the broad functions which will devolve on it 

(1) The Agency should, at the outset, investigate and identify the 
problems of the small farmers in the district and formulate a programme 
incorporating suitable measures to be implemented either by itself or 
dirough other agencies and institutions The Agency will endeavour to 
sec that the provision of various services and supplies to small farmers is 
ensured, as far as possible, through existing institutions and authonres 
(if) The Agency should help small farmers to secure loans from co- 
operative banks and other assistance for sinking wells on dieir own In 
addition it should promote activities such as the digging and deepening 
of wells, constructing community wells, private tubewclls for groups of 
farmers and state tubewells It should also ensure that die small cultivators 
obtain improved seed, fertilizer and other inputs m the required quantities 
and at the right time from the local sa'es depots ol co-operatives, govern- 
ment or private retailers 

(in) The Agency will seek to provide various services such as spraying 
of insecticides, hiring out of tractors and land levelling to small farmers 
dirough the agro-industncs corporations or other appropriate bodies and 
msntutions including co-operatives and local audionfcs such as zilla 
f'amhad and extension services Where necessary, the Agency may help 
small farmers to secure facilities for storage, transportauon, processing 
ind mirkeung of dieir agricultural produce 

(ir) The Agcncv should draw up plans for investment and production 
activities to be undertaken by the cultivators participating in die pro- 
gramme and cnsuic supervision of their implemcntauon Individual plans 
for all cultivator* v ho participate in die programme arc not ruled out - 
but more offen the \gency mav prepare only various model schemes to 
suit the needs of cultivators in different situations 

fr) The Agcncv should also gradually explore the possibility of adding 
to the ’ncomc of the small farmers bv assisting diem in taking up animal 
huvbindr activities such as dairying and poultrv 

Ir) The \gcncv should endeavour to promote die flow of short-term, 
medium term and long-term co-operauvc credit to small cultivators for 
appropmte purposes from the agricultural credit socicucs and central 
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co-operative banks on the one hand and the land development banks 
on the other The Agency will provide grants to these institutions so as 
(a) to provide them with an incentive to finance such farmers without 
undue apprehension of risks and (f>) to enable them to employ such 
special staff — technical as well as supervisory — as may be necessary 
for dispensing and supervising credit to such farmers The Agency will 
be placed in funds for the purpose of providing such grants The part of 
the grant to be given to the banks for providing an incentive for financing 
small farmers will be based on the quantum of additional loans advanced 
to such sections m a year and will be built up into a special risk fund in 
these institutions The grants by the Agency for contribution to the risk 
funds may be determined on the following basis 

Primary agricultural credit societies 6 per cent of actual additional 

advances 

Central co-operative banks 3 P er cen * ac tual additional 

advances 

Land development banks 3 per cent of actual advances. 

The grant in the case of land development banks should be made at 3 per 
cent of the actual amount lent to small farmers m a year rather than of the 
increase m such advances because all the new lending is, m fact, additional 
The contribution to the risk fund of the primary agricultural credit society 
will be based on its additional loans to such farmers The corresponding grant 
to the central bank will also be based on this additional lending by the 
society but should not be made available to the bank unless it is clear 
that the bank has contributed to the relevant increase in the society’s loans 
to such farmers (No 5g) 

76 The Agency should investigate into instances of cultivators who are 
unable to raise adequate credit for production or investment from the co- 
operative credit institutions and pursue with the latter the question of making 
appropriate modifications m loan policies and procedures (No 60) 

77 A sum of the order of Rs 2 crores may be provided per district for a 
five-year period for enabling a Small Farmers Development Agency to be 
established in each of the selected districts In addition, some part of the 
funds provided m the agricultural and other programmes specially for 
benefiting weaker sections will perhaps be available for some of the schemes 
sponsored or supported by the Agency Each Agency should decide upon an 
appropriate definition of small farmers for its own area with reference to 
criteria such as size of gross produce, extent of irrigated and dry land, 
nature of tenancy and norms for viability (Nos 61 & 62) 

78 There should be a committee m each district for advising and assist- 
ing the Agency in determining its policies and procedures The committee 
should include in its membership the district officers of the various develop- 
ment departments concerned such as agriculture, co-operation, irrigation, 
animal husbandry, the president of the zilla panshad or a comparable 
panchqyatt raj institution, the chairman of the local district central co-operative 
bank and the chairman of the local primary land development bank or a 
representative of the central land development bank if the area is served by 
its branch (No 65) 
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79 The direction of the operations of the Agency should be placed in 
the hands of a person of sufficient standing and authority who may ordi- 
narily be an officer of the state go\ eminent of the status of a Divisional Com- 
missioner The appointment of a non-official to head the Agency' need not 
be ruled out ifit is possible to secure the services of a person who has special 
interest in the problems of the small farmers and commands the necessary' 
experience and standing (No 66) 

8 0 Both in the matter of credit and other respects, a danger which will 
ha\ e to be guarded against is that of large farmers making an attempt to 
present themselves as small farmers with a view' to securing the benefits 
available from these programmes (No 67) 

Role of Comsiercial Banks (I) Areas and Techniques 
(Chapter 19) 

81 The direct financing by die commercial banks may be concentrated 
in the first instance among cultivators of certain categories, such as those 
engaged m raising high-ynelding varieties of foodgrains or other remunerative 
crops, hybrid seed producers and those covered by special development 
projects Gradually, however, such financing would extend to culuvators 
of ev cry category (by size or crop grown) provided their farming is being 
earned on as a viable business (No 5) 

82 Selectivity is likely to govern not only die choice of cultivators to 
be financed but even diat of die areas in which initial efforts of die com- 
mercial banks are to be concentrated (No 6) 

83 While certain tvpcs of accommodaUon for agricultural purposes 
should be available at all offices, each commercial bank should deter- 
mine, in the light of its own experience and appropriate investigations and, 
where necessary, in consultation with the Agriculture Departments of die 
state governments, the areas in which it may concentrate its efforts by way 
of direct credit to the cultivator The banks may post suitable expert staff, 
make other arrangements for ensuring the success of these efforts and 
generally try out various new ideas and lending techniques in close co- 
ordination widi other development agencies It would be advisable to 
arrange for a quick survey' of the existing agricultural situation as well as 
the possibilities and prospects in the selected area and supplement it by 
discussions with die local government officials and others (No 7) 

84 The commercial banks can also dispense production credit to 
cultivators in collaboraUon with agencies or firms which arc engaged in 
the processing of agricultural commodities or m the production of a partic- 
ular commoditv and can supervise it on the technical side (No 8) 

85 Though it may be convenient, in initial stages, to undertake indirect 
provision of production credit to culuvators, e g , through agencies engaged 
in the supplv of inputs, or the markeung or processing of agricultural 
P'oducc sucli as factories processing tobacco and sugarcane, it is preferable 

the commercial banks, in course of Umc, to deal direct with die growers 
(No 9) 
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86 Favourable conditions for financing of investment m agriculture 
can be said to exist in agricultural programme areas In providing such 
credit, banks can also collaborate with state electricity boards and firms 
engaged m the sale of agricultural machinery (No io) 

87 Commercial banks in the private sector can also extend interim 
accommodation to the central land development banks to enable them to 
accumulate mortgages, apart from contributing to the debentures of the 
latter Another line of indirect financing open to the commercial banks 
in general is to extend credit to manufacturing or distributing firms and 
agencies and agro-industnes corporations engaged m the supply of pump- 
sets and other agricultural machinery on a lure-purchase basis or otherwise 
(No 11) 

88 The commercial banks can play a significant role in meeting the 
credit needs of the units of the infra-structure for the provision of the various 
supphes and services required in the context of the agricultural programmes 
(No 12) 

89 Like the State Bank, the other commercial banks should play an 
increasing part in financing co-operative marketing and processing, partic- 
ularly m areas where larger production and marketable surpluses are 
hkely to emerge (No 13) 

go The other related sectors of activity which may be financed by 
commercial banks include the operations of the Food Corporation of India, 
the state governments and their agencies in the procurement, storage and 
distribution of foodgrams (No 14) 

g 1 So far as processing of agricultural commodities is concerned, 
commercial banks can meet the working capital requirements of co-operative 
units such as sugar factories which are engaged m such activities They can 
also provide processing units m the stage of erection, with interim finance 
for block capital, pending disbursement of the relevant term loan by the 
Industrial Finance Corporation (No 15) 

92 Commercial banks can help meet the term finance needs of ‘custom 
service units’ which are required to be set up for hiring out agricultural 
machinery and may be organized by farmers or by other individuals having 
experience in the use of agricultural equipment, or by institutions such as 
farm machinery manufacturers, agro-industnes corporations and co- 
operatives (No 16) 

93 The purchase, stocking and distribution of agricultural inputs is 
another sector whose credit requirements will have to be largely met by the 
commercial banks (No 17) 

94 Commercial banks can help to finance animal husbandry and allied 
activities which are undertaken on technologically sound hues and are 
economically viable, including those organized on a co-operative basis 
for the purposes of marketing and processing (No 18) 

95 To the extent that commercial banks can finance co-operatives 
engaged m various activities referred to earlier, they ivill not only be 
financing agriculture mdirecdy but also enabling co-operative banks to 
devote more of their own resources for providing agricultural production 
credit However, it is important to ensure conformity with the discipline 
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which governs dealings of institutions within the co-operative system with 
those outside it (No 19) 

g6 The commercial banks should play an active role in financing 
co-opcram es engaged in the marketing and processing of agricultural 
produce or in actavmes ancillary to agriculture, such as dairy farming, 
poultry farming and fisheries where they are inadequately served by co- 
opera ti\e banks (No 21) 

97 The Agricultural Finance Corporation Ltd can play' a pioneering 
role m connexion with various promotional functions such as exploration 
of different areas of activity with a view to determining the possibilities 
which they offer for purposeful financing by commercial banks, study of 
procedural problems and discussion of matters of common interest to all 
commercial banks with central and state governments and the Reserve 
Bank Apart from this, direct financing by' the Corporation will be appro- 
priate in instances where technical appraisal and supervision of a high order 
may be called for or financing has to be undertaken of an entirely new line 
of business or the issue involv ed is one of ev olving a new pattern of credit 
arrangements altogether (No 24) 

g8 The Agricultural Finance Corporation Ltd may' set up a suitable 
machinery at the state lev el to take up some of these problems with the local 
authorities With a view to assisting the member-banks m the many direc- 
tions proposed, the Corporation may also build up a suitable complement 
of technical staff while continuing to have recourse to special consultancy 
arrangements wherever necessary’ (No 25) 

99 The rules and regulations for financing cultivators will have to be 
cv olv cd by each commercial bank in the light of its own experience and 
traditions and also with reference to individual areas and categories of 
purposes and the well-known principles of sound production credit per- 
taining to quantum, manner and timing of disbursement and recovery, 
security’ and supervision (No 26) 

100 The commercial banks, which unlike co-operatives deal with a 
selected and limited number of cultivators, can provide for greater re- 
finement and flexibility’ in determining the credit eligibility of an indi- 
vidual culuvator as also in disbursing, supervising and recovering loans so 
as to take account of the individual circumstances of each borrower as they 
gain experience m this line of business and augment their staff for the 
purpose Where necessary, the banks may offer accommodation facilities 
of cash credit nature to appropriate sections of cultivators, c g , those who 
undcrtal e multiple cropping (No 27) 

101 Whatever be the type of security insisted upon, it is not on its 
reahaauon but on the supervision of the activity’ which is being financed 
that die commercial bank has to rely’ for the recovery of the loan Moreover, 
for various pracucal reasons, the security of land has to be looked upon more 
as an assurance of the borrower continuing to be in farm business rather 
than as an asset which can be proceeded against at will Further, wherever 
possible and subject to lending being production-onentcd, the banks may 
seel other security such as, for example, hypothecation of machinery, 
equit ible mortgage of land by deposit of title deeds, guarantee of one or 
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two solvent sureties, hypothecation of crops, pledge of produce and pledge 
of gold ornaments The nature of security required should be determined 
with reference, on the one hand, to the ability of the borrower to provide 
it without hardship and, on the other, to the protection which the creditor 
requires against default (No 28) 

102 For determining the period for which a loan should be provided to 
a particular cultivator for a specific purpose, the banks should not follow 
routine rules of uniform applicability but take a decision m each individual 
case with reference to the size of the outlay to be financed, the hfe of the 
asset to be created and the probable repaying capacity generated in the 
conditions of the particular borrowing unit and its production plans (No 30) 

103 The commercial banks should evolve a suitable set of rules and 
procedures to determine the circumstances m which defaults might be 
condoned on account of crop failure, etc , and the manner m which the 
borrower might be given relief, eg, by the extension of the loan or its 
conversion from a short-teim to a medium-term loan As for defaults which 
are wilful, efficient supervision alone can help to keep them in check (No 31) 

104. The State Bank of India and its subsidiaries — as indeed com- 
mercial banks generally — should formulate certain pilot projects at which 
some special problems may be tackled and certain new ideas in the field of 
credit for the cultivator may be tried out As examples of these projects 
may be mentioned those concerned with the provision of (t) credit to 
potentially viable farmers, either for their agricultural operations alone, or 
for activities of the kind taken up jointly with poultry farming, dairy farm- 
ing, etc , especially in areas where the proposed Small Farmers Development 
Agencies will function, (it) cash credit facilities to farmers adopting a multiple 
cropping pattern or other schemes winch involve similar innovations, and 
(tn) produenon credit to cultivators who have borrowed long-term loans 
from land development banks for investment purposes under Agricultural 
Refinance Corporation’s schemes but are unable to find such short-term 
accommodation from the local units of the short-term co-operative credit 
structure (No 32) 

Roue of Commercial Banks (II) Organizational and 
Other Problems 

(Chapter 20) 

105 Under die relevant provision which already exists in the Reserve 
Bank of India Act, the Reserve Bank may offer refinance facilities to 
scheduled commercial banks for seasonal agn cultural operations and market- 
ing of crops and formulate a suitable procedure for the purpose (No 7) 

106 The commercial banks should estimate their personnel require- 
ments for the next few years and take immediate steps to meet them through 
plans for recruitment and training Apart from recruiting agricultural 
graduates specifically for this work, the banks may give some of their regular 
banking staff bnef training m elements of agriculture and agricultural credit 
Further, as a long-term measure, persons who are qualified m agriculture 
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may be taken up in the course of the banks’ general recruitment of clerks, 
probationary’ officers, etc , along with graduates in arts, science and other 
subjects so that these technically qualified staff are also trained in normal 
banking procedures and principles and need not be exclusively' concerned 
with agricultural credit The banks may also arrange to exchange their 
staff, for a period of one or two years, with those of central land develop- 
ment banks, state co-operative banks, the Reserve Bank of India, the 
Agricultural Refinance Corporation, etc Similarly, the banks may also 
obtain on deputation or otherwise the services of government staff with 
experience of extension w ork or of the research staff with the agricultural 
universities In addition, some of the existing staff in the banks can be 
trained m agncul tural credit with the help of these universities (No 12) 

107 The Reserve Bank and die representatives of commercial banks 
should evolve suitable norms for evaluating die profitability of a branch It 
may also be explored whether a different set of minimum wage scales may 
be fixed for diose working in rural offices, in consultation with the machinery 
which determines the scales of pay of bank employees, and their representa- 
tive organizations Establishment costs can also be kept down if full use is 
made of the technical services available from other agencies operating m the 
rural areas such as die extension organization of the government and the 
suppliers of agricultural machinery and other inputs (No 13) 

108 While in die long run educated persons may be less reluctant than 
at present to work in semi-urban and rural centres, the commercial banks 
should tackle the immediate problem by recruiting persons who are already 
residing in rural areas, by building up cadres of staff exclusively to man rural 
brandies with provision for promotion or transfer to urban cadres in due 
course, or by making it obligatory on die staff who arc newly recruited to 
serve for a minimum number of years in the rural areas before diey arc 
confirmed in semee (No 14) 

109 The banks should gradually provide for an increasing measure of 
dclcgaUon of authority and decentralization in respect of dieir rural credit 
opcraUons In addition, steps should be taken to form local advisory com- 
mittees to help the branch managers m appreciating the local problems and 
assessing die creditworthiness of the local clients Such committees may 
include knowledgeable local persons such as progressive agriculturists, 
distributors of agricultural inputs and officials of the Agriculture and Co- 
operation Departments (No 15) 

1 10 The state governments should ensure the maintenance of up-to-date 
and accurate records of rights in land, whether of ownership or tenancy 
If necessary the staff entrusted with survey and registration should be 
suitably strengthened (No 17) 

hi The state governments may consider die question of declaring all 
district headquarters and odicr important towns as notified centres for 
creaung equitable mortgage of agricultural land (No 19) 

1 12 Each state government should undertale a quick study of the 
cxisung Laws and procedures relating to loans to agriculturists, land tenures, 
debt relief, regulation of monev lending, etc, and delete diose features of 
tnc legislation which have die effect of inhibiting die commercial banks or 
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other institutional credit agencies from providing credit to agriculturists. 
(No. 20) 

113 Each state government may consider whether there is a case for 
providing relief to commercial banks m the matter of stamp duty, registration 
fees, etc., either m respect of agricultural loans generally or those pertaining 
to relatively small cultivators to whom it may make a material difference 
(No 21) 

1 14 Each state government may examine whether suitable legislative 
measures can be enacted to enable commercial banks to recover their dues 
more expeditiously than they can at present, e g , by providing for less time 
consuming procedures of law and for some assistance to be extended by the 
Revenue or other government machinery (No 22) 

115 There is a clear need for a constant exchange of views and consulta- 
tions between the state governments and the commercial banks to ensure 
that specific difficulties faced by the latter m expanding their agricultural 
credit operations are identified and steps taken to solve them Besides, it is 
only thus that state governments can be kept fully informed of the facilities 
available to cultivators from banks and the latter, of the features and partic- 
ulars of the agricultural programmes of state governments (No 26) 

1 16 The commercial banks will also need to ensure co-ordination with 
other non-credit agencies such as those responsible for various agricultural 
services (No 27) 

1x7 The requirements of the agricultural sector are so large and diverse 
that commercial and co-operative banks can both play a mutually com- 
plementary role without getting mto conflict with each other (No 28) 

1 18 Any rigid demarcation allocating certain areas or cultivators 
with holdings of less than a particular size to co-operatives to be exclusively 
financed by them is likely to be arbitrary, and is hence unnecessary and 
undesirable (No 29) 

1 19 At the same time, there is need for co-ordination between the 
different credit agencies to avoid their working at cross purposes of financing 
the same parties Co-ordination may be useful, for example, for ensuring 
that each institution ascertains whether a party approaching it for a loan 
is indebted, or has defaulted, to another before finan cin g him and that 
there is no double or over-financing Again, the responsibility for meeting 
the credit requirements of an intensive agricultural programme can be 
suitably shared m a practical manner among different agencies, -without 
placing any general or rigid restrictions as to whom a particular agency 
might finance One fruitfiil line of co-ordination in this context relates to 
participation arrangements (No 30) 

120 The state level co-ordination committee proposed by the National 
Level Consultative Committee for co-ordination between commercial 
and co-operative banks should work m close liaison -with, and with preferably 
the same memberslup as, the state level committee recommended m Chapter 
26 to review periodically all aspects connected with, the flow of institutional 
credit for financing agricultural prog ramm e (No 32) 

1 2 1 Co-ordination is necessary among the commercial banks themselves 
It will be useful to develop conventions and arrangements for consultation 



1000 


RURAL CREDIT REVIEW COMMITTEE 


to ensure that there is no crowding of institutions or excessive competition 
for business in any particular area. (No 33) 

Role of Government 
(Chapter 21) 

122 Taccam may be provided, in the short run, in areas where the 
establishment or reactivization of the co-operative credit structure or pro- 
motion of supplementary credit arrangements by institutional agencies is 
likely to take so long that the current agricultural programmes might suffer 
on account of the lack of credit support. This should, however, be considered 
as a purely temporary and limited arrangement and a date should be fixed 
m each state beyond which no taccam should be provided except to meet 
situations of widespread distress such as floods and famine By that date, the 
state governments should endeavour to complete all the arrangements for 
banging about the activization or expansion of co-operative credit in 
adequate degree or to set up a state agricultural credit corporation or to 
make some other supplementary arrangements of an institutional nature 
(No 4) 

123 The following conditions should be recognized as part of accepted 
pohey and scrupulously observed in practice (a) taccavi loans should be 
confined to areas where special agricultural programmes are in progress 
and co-operatives are weak or non-existent No stand-by line of credit m 
the form of taccam is considered necessary in the non-programme areas or 
in those programme areas where the co-operative credit structure is working 
satisfactorily, ( b ) such loans should be provided only in kind, that is, m 
the form of inputs such as fertilizers, pesticides and improved seeds , ( c ) 
taccam loans should not be provided to members of co-operatives generally 
and in no circumstances to co-operative defaulters , ( d ) the terms on which 
these loans arc provided should not be more favourable than those for co- 
operative loans Where the rates of interest on taccam loans are lower than 
those charged by the co-operatives, they should be raised immediately and 
brought on par with the latter , («) in the dispensation of taccam , prompt 
repavmcnt should be insisted upon and fresh finance denied to defaulters , 
and (/) while taccam is advanced to non-members, they should be increasingly 
persuaded to become members of co-operatives or to approach a commercial 
bank and it should be made clear that taccavi wall be a special arrangement 
for onl) a jear or two (No 6) 

124 E\cn after taccam loans arc completely stopped, it is hoped that the 
state government wall continue to make budget allocaUons for this purpose 
and make such resources available to the co-operative credit structure as 
long as it is necessary So far as short-term and medium-term taccam funds 
are concerned, the best wa> in which such resources could be utilized would 
be to place these funds as a special type of loan-cum-dcposit with the central 
co-operative banks So far as taccam funds meant for financing long-term 
investment arc concerned, the amounts should be utilized for the purchase 
of debentures of the land development banks (Nos 7S.11) 



IOOX 


SUMMARY OF RECOMMENDATIONS 

125 While routing taccavi funds through co-operative banks, the state 
governments should not impose conditions which might unduly restrict the 
freedom of the banks to deploy the funds raised from various sources The 
state governments may, however, lay down a condition that the loans 
advanced m the areas and for purposes specified by them should not 
fall short of the amounts drawn from them by the banks on this account 
(No ix) 

126 Several measures are recommended by way of government 
assistance to institutional credit for agriculture Government can help in 
ensuring availability, in adequate quantities and at proper time, of inputs 
required for agricultural programmes and establishing effective co-ordination 
between the agencies supplying these inputs (No. x 3) 

127 Government should maintain an extension service possessmg the 
required technical competence and numerical strength, for helping the 
cultivator to accept the new agricultural techniques and practices and 
solving the problems which he may face in the initial stages of adopting them. 
(No 14) 

128 Various measures may be taken by government to support and 
stabilize prices of agricultural commodities at levels which are adequately 
remunerative to the cultivator (No 15) 

129 It should be ensured that land records are maintained properly 
and reflect the actual, correct and up-to-date posmon regarding the status 
which the prospective clientele of institutional credit hold as cultivators 
The land reform legislauon m each state may be reviewed from the point 
of view of how the working of institutional credit might be facilitated while 
ensuring that the larger aims of State policy m this regard are subserved 
(No 16) 

130 Government can help in building up the needed infra -structure 
for agricultural development m terms of facilities for marketing, processing, 
storage, transportation, etc , by providing licences for processing units, 
building materials for godowns, granting permits for lorries, supporting 
co-operatives engaged in these activities and so forth (No 17) 

1 31 The state government should extend its support to co-operative 
credit to the required extent in various directions including the following 
( i ) taking the necessary' steps for removing the difficulties, if any, which 
preclude the cultivators from joining the co-operative societies and from 
borrowing from them, launching membership drives, organizing new 
societies, educating the rural population on the benefits of co-operation and 
releasing co-operatives from the domination of vested interests ; (ti) ensuring 
an improvement in the extent to which small farmers and tenants are able 
to secure access to co-operative credit , and (ni) providing adequate staff 
for audit and administration of co-operatives (Nos 18 &. 19) 

x 32 There should ordinarily be minimum interference from the govern- 
ment in the internal affairs of the co-operative institutions but where factions 
in the managing committee render the smooth working of a society difficult 
or deserving members are, in the result, deprived of benefits of co-operative 
credit, government will have to take corrective steps including, m extreme 
cases, supersession of management of such institutions in order to remove 
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undesirable elements Action in such cases should be quid, simple, unbiased 
and m conformity with the law (No 19) 

133 The other measures of government assistance recommended are the 
following (1) formulation and effective follow-up of the programmes of 
reform and development of the structure of co-operative agricultural 
credit , (::) contributing to the share capital of central banks to the extent 
required , (m) payment of subsidies to banks which are unable to afford 
employment of supervisory personnel on the required scale, for a temporary 
period till they build up their business , (10) assistance in constituting cadres 
for co-operative credit institutions at different levels , (p) action to implement 
measures for reorganizing apex and central banks in areas where the growth 
of co-operative credit has been retarded , (m) providing in time and to the 
necessary extent guarantees wherever they are required by the higher 
financing agencies , (mi) keeping -with co-operative banks as loan-cum- 
deposit amounts available from the funds meant for taccavi, as suggested 
earlier , (cm) assistance to co-operative banks m the mobilization of deposits 
by enabling local bodies and similar institutions to deposit their surplus 
funds with these banks , (tx) helping the recovery of co-operative dues by 
(a) making suitable legal provisions, ( b ) providing adequate departmental 
staff for obtaining and executing decrees against defaulters, and (c) ensuring 
that co-operative dues are recovered from the price payable for the gram 
procured under government procurement schemes , (x) use of legal powers 
and administrative machinery of government to discourage and offset 
political interference in the recovery of co-operative dues , (xt) assisting the 
state and central co-operative banks in budding up stabdization funds at 
various levels by agreeing to forego dividend on shares in excess of 3 per cent 
and also by making ad hoc contributions , and (.rn) bringing about a reori- 
entation in the approach of government departments such as Agriculture, 
Community Development, Irrigation, etc , towards co-operatives so as to 
reflect the accepted government policy of encouraging co-operatives 
(Nos 20 to 24) 

1 34 With a view to ensuring close co-ordination of co-operative credit 
with the implementation of agricultural programmes, arrangements might 
be made to ensure the close association of the block agency with the working 
of institutions concerned with co-operative agricultural credit, without 
in any way dduUng the authority of the elected and paid management of 
these institutions This will be of special significance in areas where agri- 
cultural credit corporations are to be established and in areas where central 
banks arc to deal with individual cultivators (No 25) 

1 35 Gov emment assistance in the matter of the operation of institutional 
agricultural credit should be available not only to co-operativcs but also, 
vwtli appropriate modifications, to commercial banks and state agricultural 
credit corporations So far as commercial banks are concerned, although 
no subsidies need be granted to induce them to enter the field of agricultural 
credit, the handicaps faced by them at present in dispensing such credit 
should be removed (No 2G) 
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Agricultural Credit Corporations 
(Chapter 22) 

136 Decisions in regard to the demarcation of the area of the corpora- 
tion vts-a-ms central bank, instead of being based only on the present level 
of loan operations of the concerned central bank as now proposed, may be 
taken by the concerned state government in consultation with the Reserve 
Bank of India, after taking mto account the probable demand for agri- 
cultural credit on the one hand and, on the other, the steps which can 
be taken to strengthen the central bank financially and organizationally and 
the best which the institution is capable of, after these measures are adopted 
S imilar ly, the question whether the corporation may enter the area of opera- 
tions of any primary agricultural credit society should be decided m each 
individual case with reference to the demand for credit m the area, on the 
one hand, and the capacity of the society amalgamated with another or 
otherwise reorganized, to meet it adequately, on the other (Nos 21 & 22) 

137 The category of central banks in whose area of operations the 
corporation will exclusively operate, should not automatically include all 
banks with maximum loan outstandings of less than Rs 25 lakhs as now 
proposed, but may be restricted only to those central co-operative banks 
whose outside liabilities are m excess of the realizable assets The central 
banks falling in this category may be taken into liquidation if they cannot be 
tackled through a programme of rehabilitation on the hnes indicated in 
an earlier chapter Other central banks whose loan busmess is small may 
be allowed to continue and finance societies m a limited number and in a 
contiguous area They may be suitably strengthened and reorganized so 
that they will, in due course, be in a position to take over from the corpora- 
tion the work of disbursement of agricultural credit m their entire area of 
operations (No 23) 

138 Suitable legal provision should be made for facilitating transfer 
of assets and liabilities between the corporation on the one hand and the 
central banks and primaries on the other Such provision has already been 
made in the State Agricultural Credit Corporations Act, 1 968 It is suggested 
that, similarly, the Co-operative Societies Acts in the concerned states may 
be suitably amended for this purpose, as part of the legislative action required 
before the establishment of an agricultural credit corporation (No 24) 

139 As a matter of pohey, the Reserve Bank, whose prior approval for 
this purpose is necessary under the statute may not, ordinarily, permit a 
corporation to accept deposits from the public m those districts where both 
the corporation and the central banks are operating side by side (No 25) 

140 Each corporation should keep m view the following considerations 
while undertaking provision of short-term and medium-term credit for agri- 
cultural purposes 

(1) Its loan pohcies and procedures should generally correspond to 

those recommended in this Report for the co-operative credit structure. 

(«) Emphasis should be placed progressively on dealing mth the culti- 
vator as a member of a group and eventually as a member of a co-operative 

society 
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(hi) The corporation may constitute, for guiding the working of its 
offices, local advisory committees which may include progressive agri- 
culturists of the area as also suitable officials of the Agriculture, Co- 
operation and other Departments 

(id) In deter minin g the scales of finance, etc , the corporation should 
not lay dosvn uniform norms for the whole state btit determine them 
for each individual area 

(d) The corporation may not undertake too unde a coverage of culti- 
vators, initially, and the scale of its operations may be expanded gradually 
and in step with its ability to build up the necessary field organization 
(No 26) 

141 The corporation svill have to build up a suitable organization for 
supervising the utilization of its loans and organizing recovery operations 
Besides endeavounng to enlist the help of officials of the state government 
m the field from different departments m the task of effecting recoveries, 
the corporation should also build up its own field staff for this purpose 
(No 27) 

142 The corporation should not finance defaulters under any circum- 
stances and should provide extension or conversion facilities only m the 
event of crop failure which is authoritatively ascertained to be so severe 
as to qualify for such operations according to accepted standards The 
corporation should also be strict and expeditious m mitiaung coercive 
processes where default is wilful It is recommended that the state govern- 
ment should enact legislation to enable the corporations to enjoy the rights 
and privileges which the co-operatives enjoy at present under the Co- 
operative Societies Act or otherwise in connexion -with the recovery of 
amounts owed to them The necessary legislation should be enacted even 
before the establishment of the corporation in a state but, if that is not 
possible, it should be done as soon thereafter as is practicable (No 27) 

1 43 Before any staff is taken over by the corporations from the existing 
co-opcraU\c institutions, their suitability for the job should be carefully 
nssessed So far as the senior executives are concerned, the corporations may, 
by preference, get officers on deputation from the Reserve Bank, State 
Bank of India and from co-operative institutions in other states where 
co-operatives have developed satisfactorily They may also arrange for some 
of the bigger state and central co-operative banks in the other states to 
impart practical training to selected members of their staff (No 30) 

144 There should be close co-operation and co-ordination between 
the corporation and the state co-operative bank and also between the cor- 
poration and the central bank in areas where they co-cxist The various 
suffScst’ 0115 made for this purpose by the working group set up by the Govern- 
ment of India for drawing up a model scheme for the corporations are 
endorsed (Nos 3t &. 32) 

1 15 The loaning policies and procedures followed by the corporation 
should be broadl) similar to and preferably not more favourable to the 
borrowers than those adopted by the central co-operative banks Without 
an> rigid pattern being adopted, this should, as far as possible, be ensured 
through mutual consultation in regard to scales of finance, rate of interest. 
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period of repayment, ratio of share capital contribution or non-refundable 
deposits to borrowings, security requirements, as also the opening of branches 
and acceptance of deposits from the pubhc by the corporation (No 33) 

146 There should be no overlapping tern tonal jurisdiction between the 
agncultural credit society and the corporation so that, to this extent, the 
possibility of competition to the disadvantage of the co-operatives is eli- 
minated (No 35) 

147 It is hoped that the penodical review winch the Reserve Bank 
is expected to undertake as to the working of the corporation under the 
statute, nail help bring into focus the progress made by co-operative credit 
in the area and the extent to which, correspondingly, the corporation’s 
responsibilities may be gradually restricted till, at a suitable stage, the cor- 
poration would totally withdraw from the scene This process should be 
watched and stimulated at different levels (No 36) 

148 A specific programme should be drawn up in consultation wuth the 
Reserve Bank for the reorganization and strengthening of co-operative 
credit m the parts of each state which are served by the corporation and the 
Registrar of Co-operative Societies should be charged with the responsibility 
for pursuing its implementation and required to report to the government 
periodically about the progress made in this respect (No 36) 

149 The Reserve Bank should be consulted on all important questions 
of pohcy, procedure and organization and other important matters connected 
with the corporation’s working (No 37) 

Resources for Rural Credit 
(Chapter 23) 

150 In eventual replacement of the practice of deducting share capital 
contribution from the loan given to the fanner by a primary agncultural 
credit society, efforts should be made to persuade members to take addi- 
tional shares at the time of repayment of their loans, soon after the harvest 

(No 5) 

151 While as a general rule, the shareholding at the member’s level 
should be at 20 per cent of his borrowings, the larger cultivator should be 
made to contnbute more towards his share capital while the smaller culti- 
vator should invariably be extended the facility of paying his share amount 
in convenient instalments, as otherwise co-operative credit wall be beyond 
his reach Details in these respects may be determined m each state wuth 
reference to current practice and local conditions (No 7) 

152 It should be examined whether the contribution of share capital 
from members cannot sufficiently be stepped up so that a begi nnin g might 
be made with the retirement of government share capital in a phased manner 
To start wuth, such of those institutions as have owned funds well beyond 
the base necessary' for fulfilling an optimum level of loan business may' be 
required to retire government share capital over a period of years, subject 
to an annual review' with reference to the share capital needs of the insti- 
tution (No 10) 
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1 53 The ability of the co-operati\ e banks to mobilize m the form of 
deposits any large proportion of the increasing agricultural or other incomes 
vail depend very much on the image which the banks can project of them- 
sel\ es as financially sol\ ent and operationally efficient institutions, the ser- 
vices and the facilities i\ hich they can offer to the depositor and finally the 
rate of interest which the\ will be prepared to pay on deposits (No 13) 

154, Co-operative banks can wan the confidence and patronage of the 
prospective depositor, urban or rural, only' if they can provide him with 
banking services attuned to his needs, preferences and convenience It is 
necessary' first of all, that the banks offer basic services such as collection 
of cheques, issue of drafts and transfer of funds, as also a variety of deposit 
facilities, displaying a degree of enterprise and spirit of innovation The 
banks wall also have to make intensive propaganda to inculcate the savings 
habit among the rural people besides offering such mcentiv es as are likely 
to make them keep their savings in the banks (No 14) 

155 In view of the scope which exists for increasing the pace of branch 
expansion of central co-operativ e banks there should be a planned expan- 
sion m the future on the basis of a continuous studv on the part of the banks 
in regard to the banking needs and the deposit potential of various centres 
Each central co-operativ e bank should review periodically the performance 
of branches already opened and also formulate specific fiv e-y ear programmes 
for opening new branches The progress in implementing this programme 
should be carefully watched and kept under constant review with a view to 
accelerauon where necessary' Emphasis should be placed, in particular, 
on the preparatory work wluch should precede the opening of a branch, 
viz, publicity, preliminary contacts, enlisting the help of presidents and 
members of committees of village societies m the area, etc The banks need 
not necessarily confine their new offices to dev eloping areas but should also 
studv the prospects of opemng offices in all areas where thev can expect 
to get support from the non-official leadership for mobilizing deposits and, 
at the same time, extend their services to the primary societies in the area 
1 Vhcrc potcntiahucs exist, the aim should be to extend branch banking at 
least to the level of block headquarters It is also suggested in this connexion 
that the Rescrv c Bank of India mav help formulate a master plan for branch 
extension by co-operative banks (No 19) 

1 56 Provision of a v anetv of banking services by co-operative banks 
will call for staff who are qualified, trained and attuned to methods and 
procedures appropriate for rural environment and possessing the necessary 
degree of irutiativ e and dnv c It is desirable that branch managers of central 
co-operative banks should form a separate cadre with certain minimum 
qualifications and experience and that the state co-operaUvc bank should 
be entrusted with the responsibility of training them in modem methods 
of banking (No 00) 

’57 The success of co-operative banks in mobilizing deposits will also 
depend on the drive and enthusiasm shown by the staff as well as the non- 
official leadership to canvass deposits and the publicity and salesmanship 
put irto the tasl of popularizing the banking habit among the rural people 
Acair, the appearance of the offices of a co-operative bank should be such 



SUMMARY OF RECOMMENDATIONS 


1007 

as to inspire confidence of the potential depositor and their location should 
he such that the depositing public are not put to difficulty in reaching them 
(No 21) 

158 It is envisaged that, eventually, apart from the branches of the 
central co-operative banks and the commercial banks, there will also be 
a certain number of primary agricultural credit societies functioning 
as banking institutions m the rural areas offering the normal bank- 
ing services and also meeting rural credit needs of different types 
(No 22) 

159 State governments should expeditiously implement the suggestion 
made by the Government of India in 1966 that state co-operative banks 
and such of those central co-operative banks as have been awarded ‘ A ’ 
or * B ’ class in audit for 3 years continuously, should be placed on par with 
the State Bank of India for the purpose of receiving deposits of local bodies, 
statutory authorities, etc (No 23) 

160 Central and state governments may make provision of the order 
required, m the Fourth Plan, for payment of subsidy m the case of new 
branches proposed to be opened during this period by the central co- 
operative banks (No 23) 

161 As the central statute extending deposit insurance to co-operative 
banks has been enacted, suitable measures may be taken by states expedi- 
tiously to amend their Co-operative Societies Acts on the hnes required 
(No 24) 

162 With the prospect of rapid rise in rural incomes, the commercial 
banks should so equip themselves as to promote savings out of these incomes 
and bring an increasing volume of transactions related to rural business 
within the scope of the banking system In addition, the banks should seek 
to provide credit for various hnes of production, investment and services 
in the rural sector and, m this process, establish contacts with various 
sections of the rural population, win their confidence, familiarize them with 
banking habits and thereby tap more deposits (No 25) 

163 Banks generally, and co-operative banks in particular, should give 
active thought to the question of higher rates of interest being offered on 
deposits in rural centres wherever appropriate Corresponding to the ap- 
preciation of the need to offer relatively attractive rates of interest on rural 
deposits, there should be a willingness to raise lending rates, if that becomes 
necessary as a result (Nos 27 & 31) 

1 64. Each central co-operative bank should undertake an annual exercise 
on a comprehensive basis for estimating its resources and lendings for 
different purposes, with the help and guidance of the state co-operative 
bank and the Reserve Bank of India For this purpose, every effort should be 
made to see that the relevant statistical and other particulars are regularly 
collected and tabulated and constantly kept under study not only at the 
central bank level but also by the state co-operative banks and the regional 
offices of the Agricultural Credit Department of the Reserve Bank It is also 
recommended that m each state, a district-wise study be undertaken by the 
state government with the help of the Reserve Bank in regard to the current 
position as also the programmes and prospects for the immediate future. 
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both m respect of the probable performance of co-operative credit and 
estimated needs of agricultural credit (No 44) 

Role of the Reserve Bank of India 
(Chapter 24) 

165 There is every justification for the Reserve Bank continuing to 
discharge the functions which it undertakes at present in the field of agri- 
cultural credit (No 24) 

166 At the same time there seems to be need for a major structural 
change in the present arrangements, so as to ensure that the formulation, 
review and modification of the Bank’s policies m the sphere of rural credit 
are effectively placed in the hands of a high-pow ered group of know ledgeable 
persons who, between themselves, combine different types of experience 
and expertise and are collectively given an appropriate status under the 
statute. The Reserve Bank of India Act may, therefore, be amended to 
provide for the constitution of an Agricultural Credit Board within the 
Bank, of which the Chairman will be the Deputy Governor of the Bank in 
charge of rural credit In addition, the Board whose members wall all be 
nominated by the Governor in consultation with the Central Board will 
consist of (1) six members who will include individuals drawn from different 
parts of the country and represent the interests of co-operative as w ell as 
commercial banks as also persons with special knowledge and experience in 
regard to rural economics or agricultural credit, (11) three members from 
among the directors of the Central Board and (mi) two members who will be 
officials of the Gov emment of India from the Ministries of Food, Agricul- 
ture, Community Dev elopment and Co-operation and Finance While this 
Board may meet, say, once in two months, provision may also be made 
for a small committee of the Board which can meet more often The 
secretariat of the Board may be provided by the Agricultural Credit 
Department. (Nos 25 &. 27) 

167 As the amendment of the Reserve Bank of India Act to give 
eficct to this proposal may take time, it is recommended that, to start with, 
the Standing Advisory Committee on Rural and Co-operative Credit may 
itself be suitablv reconstituted and treated in effect as the Agricultural 
Credit Board After the statutory' amendment is earned out, the Committee 
may be dulv converted into the proposed Board (No 26) 

168 A provision may be made for the Agncultural Credit Board to 
set up one or more standing advisory committees, to advise it on issues of 
detailed implementation of policy' and to provide a forum for representatives 
or state governments and co-operative institutions to put across their points 
of view and problems It may be useful to have separate standing committees 
to deal with such aspects of credit as finance for cottage and small-scale 
industries, long-term credit for investment in agriculture and finance for 
distribution, marl eting, animal husbandry and so on Specifically, one of 
these committees should be concerned exclusively with the problems of 

areas vh.ch are relatively less developed m the co-operative aspect (No 28) 
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169 The amendment of the Reserve Bank of India Act should provide 
that the Agricultural Credit Board will deal with such activities of the 
Bank pertaining to agricultural credit and other co-operative credit as the 
Central Board may, from time to time, delegate to it Though the Board 
may be designated as the Agricultural Credit Board, it may bring within 
its ambit even other, 1 e , non-agncultural aspects of rural credit as also 
co-operative credit in all its relevant aspects Subject to such directions 
as may be given to it by the Central Board of the Bank, the Agricultural 
Credit Board will take decisions m regard to the discharge of all such func- 
tions of the Reserve Bank as are delegated to it by the Central Board m 
the sphere of rural and co-operative credit Early steps may be taken by 
the Reserve Bank and the Government of India to initiate legislation for 
setting up the proposed Agricultural Credit Board (Nos 29 & 30) 

170 The condition imposed by the Reserve Bank m regard to non- 
overdue cover is a salutary measure and may, therefore, be continued to be 
insisted upon by the Reserve Bank (No 48) 

1 71 A beginning should be made with some action which will have the 
effect of restonng the incentive to the co-operative banks to raise more and 
more deposits and at the same time provide a disincentive to borrowing 
from the Reserve Bank With this objective in view, the following steps are 
recommended 

(1) The Reserve Bank should, at the beginning of each accounting year, 
set a target for each central co-operative bank in respect of the amount 
by which it should increase its deposits during that year For fixing this 
target the Reserve Bank should take into account all relevant data which 
would throw hght on the deposit potential, the operation of commercial 
bank branches in the area and the deposits mobilized by them, the stage 
of development of the central bank, the previous rate of deposit growth, 
etc , as also such deposit projections as the central co-operative banks 
might be making on their own and the mews of the state government 
and the apex bank Care should also be taken to see that the banks do 
not artificially inflate their deposits In fixing the deposit targets, the 
Reserve Bank might show special consideration for central banks which 
are at a relatively early stage of their growth and are located m relatively 
less developed areas 

(») It should be stipulated that if the central bank reaches or exceeds the 
specified target, it will be charged mterest at £ per cent below the con- 
cessional rate (referred to in (iv) below) generally charged for such finance, 
on its borrowings from the Reserve Bank during the year On the other 
hand, if the bank fails to achieve the target and if the shortfall is less than 
50 per cent of the target, the bank would be charged an additional rate 
of l per cent above the concessional rate , if the shortfall is more than 50 
per cent, the additional rate would be 1 per cent 
(»') Since the reward or the penalty has to be based on the performance 
during the year, a view should be taken m this regard after the close of 
the year and, depending upon the bank’s record, it should be given a 
rebate on the interest which it has already paid to the Reserve Bank or 
should be called upon to pay the additional penal mterest over and above 
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the normal rate which it has already paid The procedures and docu- 
ments should be so designed as to make this arrangement possible. 

(tv) The concession which is notv av ailablc to the state co-operative 
banks in respect of the rate of interest on short-term agricultural loans 
should be reduced from 2 per cent which is the present level to 1 J per 
cent In other words, the effective rate will be increased from 3 per cent 
to 3 k per cent, given the Bank Rate of 5 per cent However, it should ordi- 
nanlv be possible for the small increase in the rate paid to the Reserve 
Bank (in those few cases in which it might occur) to be absorbed by die 
margins at one or more tiers of the co-operative credit structure and, 
therefore, it may not be necessary to raise the rate charged to the culti- 
vator merely on this account (Nos 56 S. 57) 

1 72 kVhile the above framew ork of measures is suggested as an initial 
set of steps, the Reserve Bank may take a view' of these arrangements after 
they have worked in practice for a few years and so modify them from time 
to time as to achieve the optimum effect from the point of view of deposit 
mobilization (No 58) 

173 It will be for the Reserve Bank, on a review of the position of indi- 
vidual banks, to decide whether any institution is employing a disproportion- 
ate share of its own resources in financing purposes of low priority and to 
stipulate that the concerned bank should involve a specific amount out of 
such resources in the business of agricultural credit While it should be open 
to the Reserve Bank to make a stipulation in this respect, it is expected 
that the Bank will not do so unless it is satisfied that the need for it exists 
m the particular instance even after all the other steps mentioned earher 
have been taken (No 60) 

174. It should be ensured that the drawals on the credit limits of die 
Reserv e Bank are related to the months in which there is a large demand for 
funds on account of agricultural operations and that repayments occur 
in the months following harvest As a first step m this direction, it is recom- 
mended that, taking into account the crop pattern and conditions of season- 
ality w hich obtain in the area of each central co-operative bank, the Reserve 
Bank may specify certain months of the year during which no drawals on 
their credit limits would be permitted This may be done in consultation 
with the banks concerned and having due consideration for the seasonality 
of crop conditions, credit practices in force, etc., so that there is no avoidable 
dislocation or rigidity (Nos 62 & 64) 

175 The Reserve Bank may sanction limits separately for seasonal 
agricultural operations and marketing of crops (No 63) 

176 The annual contribution to the National Agricultural Credit 
(Long-term Operations) Fund during the Fourth Plan period may be on 
the same basis as in the period following the recommendations of the 
Committee on Co-operative Credit (1960), 1 c, with an increase of Rs 1 
crore each year, till it reaches Rs 20 crorcs, so that the annual contribution 
wall steadily rise from Rs 17 crores in 1969-70" to Rs 20 crores in 1972-3 
and is maintained at that level thereafter (No 67) 

'77 The provisions of the Banking Regulation Act may be gradually 
extended to selected agricultural credit societies Such extension may, 
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however, be taken up only after significant progress is made towards 
viability at the primary level and, even then, be restricted to those agri- 
cultural credit societies which accept all types of deposits from members 
as well as non-members, provide various ba nkin g services and have paid- 
up share capital and reserves of not less than Rs 2 lakhs and deposits of not 
less than Rs 5 lakhs (No 69) 

178 In operating selective credit controls, consideration should be 
given to the important role which co-operative credit is expected to play in 
enabling the cultivator to avoid distress sales and ivait for a remunerative 
price Exemption from selective controls is thus specially called for where the 
produce is held by the producer or on his behalf by an organization of pro- 
ducers like the co-operative and the loan on the pledge of such produce is, 
in that sense, related to the production loan which might have been provided 
to him earlier by a credit society or a commercial bank (No 71) 

Land Development Banks (I) Structure and Resources 

(Chapter 25) 

1 7g Efforts should be made to encourage the evolution of a structural 
pattern for co-operative long-term agricultural credit, under which inde- 
pendent units wall function at the primary level, managed by qualified, 
trained and efficient staff drawn from a cadre to be constituted by the 
central land development bank While there should be no insistence on a 
hurried change-over which may cause dislocation and defeat the object of 
reform, the suggested pattern should be kept m view' as the long-term 
objective to be realized through a phased effort The size of the unit at the 
primary level should be such as to make it compact enough to maintain 
close touch 'with the borrowers and at the same time, large enough to 
render the umt viable m terms of available and potential business The 
question whether the primary umt should extend over a taluka or a sub- 
division consisting of two or three taluk as or over an entire district until 
branches as the units at the lowest level may, therefore, be decided m each 
area with reference to these considerations and the local circumstances 
(No 11) 

180 It is desirable that the annual contributions to the debentures 
from the pubhc sector and private sector commercial banks should bear 
the same ratio to each other as the volume of deposits in one sector bears 
to the other, viz ,3 7 at present On this basis, it is not unreasonable to 
expect that the contribution from the State Bank of India and its subsidiaries 
would go up to Rs 60 crores during the period of the Fourth Plan So far 
as the Reserve Bank of India is concerned, there is scope for the Bank to 
increase its contribution beyond the amount committed by it at the begin- 
ning of a year m some deserving cases, subject to a c eilin g of 1 o per cent 
of the debenture issue Such support may be offered, on a discriminating 
basis, to those states m which land mortgage banking is relatively less 
developed and prospects of obtaining subscriptions from the local pubhc, 
co-operative institutions, etc , are somewhat limited The State Bank and 
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its subsidiaries and the Reserve Bank may consider to what extent and in 
what circumstances their contributions can be raised to higher levels than 
at present (No 18) 

181 The Agricultural Credit Department of the Reserve Bank and the 
All-India Central Land Development Banks Co-operative Union should 
together take the initiative to arrange for an annual senes of meetings 
between a consortium of the investing agencies, made up of the representa- 
tives of the Government of India, the Life Insurance Corporation of India, 
the State Bank of India, and the Indian Banks Association on behalf of the 
commercial banks on the one hand, and on the other, a set of represen- 
tatives from each state connected, direedy or indirectly, with land develop- 
ment banking such as the concerned central land development bank’s 
representatives, the Registrar of Co-operative Societies, the Director of 
Agriculture and the authorities in the state concerned with irrigation, etc., 
so as to review the performance of the bank in the past, the promise which 
it holds for the future and the various problems which might have come up 
m its working The Agricultural Refinance Corporation should also be 
associated unth these meetings (No 21) 

182 The Government of India should explore the possibility of obtain- 
ing funds from appropriate international agencies for the ordinary debentures 
to be floated by the central land development banks If necessary, such 
assistance may be related to certain specific projects of development in 
particular areas (No 22) 

183 The land development banks should be able to mobilize savings 
m the rural areas, particularly where development is m progress and raise 
at least about Rs 20 to 25 crores by way of contribution by cultivators to 
rural debentures during the Fourth Plan (No 26) 

184 The size of the supported programme of ordinary debentures for 
each central land development bank should be related to the volume of 
resources raised by it through rural debentures The appropriate relationship 
to be stipulated between the two may be determined for each bank, by the 
Reserve Bank of India and the All-India Central Land Development Banks 
Union after taking into account the stage of the development of land mort- 
gage banking m the state, the size of the ordinary debenture programme, 
the dimension of special agricultural programmes under implementation 
and other relevant factors Taking into account the past relationship 
between the rural and ordinary debentures floated by banks as also the 
tentatnc loan targets for the Fourth Plan, it is considered that in no 
state should the rural debenture programme be less than 5 per cent of the 
ordinary debenture programme and in states which arc more favourably 
placed, the aim should be to raise this proportion to at least 10 per cent 
(Vo -9) 

1O5 The Resen c Banl ma) offer the facility to the central land de- 
velopment banks to choose between the original scheme of rural debentures 
or the current one so that the banks may take up the old scheme wherever 
tlie\ find it rele\ ant and possible While reviving the old scheme, however, 
the senes may be offered for subscription exclusively to individuals as in the 
current scheme (No 30) 
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186 Where there is reason to believe that rural savings certificates 
will prove more attractive to potential rural investors, the central land 
development banks may resort to this form of mobilizing rural savings 
(No. 32) 

187 The land development banks may give some incentives to tne 
persons entrusted -with the job of canvassing support to their rural 
debentures (No 33) 

188 If any of the central land development banks is unable, for some 

reason, to obtain interim accommodation from the State Bank of India 
or its subsidiaries to the full extent required, the state co-operative bank 
or any of the private sector commercial banks may come forward to provide 
the shortfall (No 34) ' 

189 A relatively high contribution towards share capital may be 
insisted upon m the case of relatively large loans which are normally availed 
of by bigger cultivators The share-linking may be fixed at 5 per cent of the 
loan for loans up to Rs 5,000 and 7^ per cent for loans exceeding that 
amount (No 36) 

1 90 State participation m the share capital of primary land development 
banks, as recommended by the Rural Credit Survey Committee in 1954, 
is called for at the present stage The Reserve Bank might, therefore, sanction 
long-term loans for this purpose from its National Agricultural Credit 
(Long-term Operations) Fund to state governments (No 38) 

1 91 While the relatively weak central land development banks have 
generally received substantially higher share capital contributions from the 
government, it may well be that m some other cases too, there is need 
for larger participation by state governments than obtains at present 
Instances of this type may be examined smce increased contribution may 
be called for by factors such as sizeable expansion of loan operations or 
relatively slow growth of members’ share capital (No 40) 

Land Development Banks (II) Policies and Procedures 
(Chapter 26) 

ig2 The land development banks should ob tain from the borrowers 
specific details of the proposed land improvement for -which credit is sought, 
satisfy themselves about the need for it, the outlay proposed, the production 
potential of the improvement and so on and, finally, ensure that the con- 
templated improvement does take place after the loan is sanctioned (No 5) 

193 In view of the regional differences in soil conditions, groundwater 
resources, etc , the land development banks should go into the cost factor 
m different areas, if not for each individual case, m consultation with local 
officers of the Agriculture Department and other knowledgeable persons 
and then evolve suitable scales for individual areas (instead of for the whole 
state) up to which funds may be provided for purposes like land improvement 
and sinking of new wells (No 7) 

194 The present lending policies and procedures of the land develop- 
ment banks should be reviewed m a comprehensive manner and revised m 
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all necessary aspects so as to bring them m line with the requirements of 
sound investment credit and to ensure the optimum use of scarce long-term 
resources In particular, the banks should look into the technical feasibility 
of the improvement or investment to be financed, the economic viability 
of the proposition in relation to the size of holding and the nature of farm 
business of the borrower, the increase m production and income expected 
to result from the 1m estment and the repaying capacity' so generated, the 
period for which the loan may be sanctioned and the extent to which the 
cultivators of different classes may be expected to finance such outlays from 
their own resources (No 10) 

1 95 In proceeding on the fines indicated abov e, the central land develop- 
ment banks ma) draw on the expertise available in the local Agro-Economic 
Research Centres, the Agricultural Umv ersities and the Agriculture Depart- 
ments of the states and also consult the Reserve Bank and the Agricultural 
Refinance Corporation It wall also be useful if a small group of represen- 
tativ es of these bodies is appomted as a technical committee to review the 
available experience and formulate principles on the basis of which repaying 
capacity may be determined and also to draw up a model application form 
so as to provide the basis for assessment of repaying capacity and deter- 
mination of the period of repayment (No x 1) 

196 A manual on term lending for agriculture may be drawn up by the 
Agricultural Refinance Corporation and the Agricultural Credit Depart- 
ment of the Reserv e Bank of India, on the fines of the crop loan manual 
issued by the Bank (No 11) 

197 In determining the quantum of loan in dev elopment-onented 
credit, land development banks should logically be guided more by the 
production potential of, and the repaying capacity generated by, the invest- 
ment proposed to be financed than by the value of the land offered as mort- 
gage (No 15) 

198 At the same time, the land development banks cannot do without 
landed secuntv It is suggested that where dependable sale statistics arc not 
available, the valuation should be made by capitalizing the annual income 
on the land which ma) be expected to accrue with the proposed develop- 
ment The multiple of income which should be taken as the capitalized 
value ma) be determined on appropriate practical and local considerations, 
including those pertaining to the period for which the benefits of the improve- 
ment resulting from the proposed investment might accrue and the pros- 
pect of continuance of the annual income at the given level The specific 
details of how valuation ma) be made on the basis of this principle may be 
determined bv each central land development bank on the advice of an 
agronomist and persons familiar wath the relevant accounting principles 

( No 15) 

199 In the formulation of the general lending policies of the land 
development banks, account should be taken of the special problems of 
small farmers and means found, under intcnsivcl) supervised credit 
programmes, to help them talc up certain lines of investment cither b) 
their undertaJ ing such operations on a group basis or b) their being enabled 
to male the repayment over a fairl) long period (No' 17) 
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200 Legislation intended to assist the land development banks m cutting 
doivn substantially the delay involved m examining the title, verifying 
pnor encumbrances and registering the mortgages and m adopting bolder 
lending policies, on the hnes adopted m Maharashtra and a few other 
states, may be enacted by all the other states at an early date (No 18) 

201 Each central land development bank should undertake a review 
of its existing loan procedure, m consultation -with its field staff as well as 
non-official leadership to see which of its features can be abridged if not 
eliminated, and how the time-lag between the loan application and disburse- 
ment can be reduced to the minimum without any dilution of the qualitative 
aspects of the scrutiny of the application This is an exercise which has to 
be attempted in each state separately or even, preferably, m each district 
(No 23) 

202 Ever}' loan proposal received by a land development bank has 
to be assessed through a quick and efficient procedure from the pomt of 
view of its economic worthwhileness and technical feasibility While for 
some time to come the land development banks will have to continue to 
depend on government personnel for technical expertise, it is necessary 
that the banks should, in the long run, have a reasonable complement 
of technical staff of their own Even -when banks are m a position to employ 
technical staff, such staff cannot fully substitute for the government staff 
at the field level, as the bank staff has, inevitably, to be limited in size 
Appropriate steps may, therefore, be taken by state governments, firstly, 
to enable the land development banks to employ a minimum complement 
of technical staff as early as possible and secondly, to make available, for 
this purpose, the free services of government staff of different categories 
to these banks both at the state level and in the field (No 24) 

203 There is no need for stabilization arrangements for long-term 
credit on the hnes envisaged for short-term credit but provision is necessary, 
in very restricted contexts and for small cultivators, to grant extensions 
of instalments according to rules which should be draivn up for the purpose 
(No 29) 

204 The state government should come to the rescue of the land de- 
velopment bank and provide a subsidy to the extent of, say, 50 per cent of 
defaults arising m cases where dug wells fail to strike water In recognition 
of this need, part of the subsidy provision in the Plan for mmor irrigation 
may be suitably built mto the scheme of long-term lendmg by land develop- 
ment banks At the same time, it is necessary to ensure that groundwater 
development programmes are supported by scientific surveys and investi- 
gations so that contingencies of this nature might be minimized (No 30) 

205 On the general strategy of reducing overdues, the folloivmg steps 
are recommended 

(1) The due dates for instalments of long-term loans may be so fixed 
by the banks as to coincide with the harvest of the major crop or 'with the 
major source of income of the borrowing cultivator 
tl ) A recovery drive may be planned well m advance, preferably m 
association with the similar drive undertaken by the short-term credit 
structure. 
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(til) Pr imar y land development banks having ov endues m excess of a 
particular level may be refused funds for making new loans 
(to) A system of test check by the officers of the central land dev elopment 
bank may be instituted not onlv to see that loans have been properly 
utilized by the borrowers but also to verify whether the anticipated 
benefits of the investment are being derived m actual fact (No 31) 

206 It will be useful to hav e a committee at the state level to co-ordinate 
all agricultural programmes and deal with all problems of co-ordination 
m connexion with institutional credit in eluding those pertaining to the 
Agricultural Refinance Corporation schemes and the normal lending opera- 
tions of the land dev elopment banks This committee may' consist of a re- 
presentauve each of the state co-operative bank, the central land develop- 
ment bank, the state marketing society, the development departments 
of the state government such as Agriculture, Irrigation and Co-operation, 
the Agricultural Refinance Corporation, the Reserve Bank of India and 
the State Bank of India, with provision for the co-option of additional re- 
presentatives such as those of the state electricity board and of those com- 
mercial banks which have come into the picture of agricultural finance 
prorrunentlv in the concerned state The mam functions of the committee 
should be to review, periodically', (1) the progress in investment in agri- 
culture m different directions undertaken by the cultivators as part of the 
total plan made up of die various schemes for the whole state and (11) as 
associated with this, the provision of long-term and medium-term credit 
by the various financing agencies Although the emphasis here is on dev elop- 
mental credit, it should be possible for this committee to devote its attention 
to production credit needs as well and secure co-ordination among all 
concerned in the matter of production credit, inputs and services This 
committee should be headed bv an officer of a sufficicndy high rank, say, 
the Agricultural Production Commissioner Instead of a number of com- 
mittees being constituted, this committee itself should be made sufficiently 
representauv c and effective and equipped with a small but competent 
secretariat so that it can serve all the purposes connected with institutional 
agricultural credit. A forum of this nature will help to ensure that a number 
of mtcr-rclated decisions are taken quickly and without elaborate corres- 
pondence, that instructions go out to the field officers expeditiously and 
clearly and that the progress made and the problems which emerge arc 
constantly under review (No 35) 

207 District co-ordination committees may also be organized wherever 
thev do not alreadv exist, with membership drawn from institutions and 
departments on a basis similar to that at the state lev cl Details in this regard 
should be left to be determined scparatelv for each district depending upon 
the tvpes of problems faced and the credit agencies involved (No 36) 

2o 3 The recommendation of the Rural Credit Survey Committee that 
the state co-opcrati c banks and the central land development banks might 
have at least some common directors is reiterated Further, this principle 
mav be extended to the district or tchJ-a level also, so that there arc some 
common directors betv een the boards of the concerned central fi nancin g 
agero ard the pnmary lard development bank (No 37) 
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209 The following measures of co-ordination recommended by the 
Informal Group on Institutional Arrangements for Agricultural Credit are 
endorsed 

(*) The central land development bank should mvest the permissible 
part of its sinking fund in fixed deposits with the state co-operative bank, 
(it) The latter, m turn, might invest a part of its fluid cover requirements 
in the debentures of the central land development banks 
(in) The offices of the state and central co-operative banks might be 
used by the land development banks for expeditious disbursement of 
loans sanctioned as also for canvassing support for debentures and pay- 
ment of interest thereon 

(tv) The management of primary agricultural credit societies might be 
associated with the preliminary investigation into the applications of 
their members for long-term credit as well as the disbursement, super- 
vision and recovery of loans sanctioned to such members (No 38) 

210 A fine of co-ordination, which should become increasingly relevant 
m the coming years, hes m the short-term credit structure closely following 
up the provision of long-term credit by ensuring that the necessary credit 
and inputs for production reach the borrower of a long-term loan in time, 
in order that he may derive the full benefit of the increased income potential 
which has been created as a result of the capital investment made on his 
land (No 3g) 

21 1 Co-ordination should also be ensured between the two structures 
m regard to credit for purposes like sinking of wells which qualify for loans 
from both of them, depending on the repaying capacity of the borrower 
A set of principles accepted by both the agencies should provide the basis 
for the financing of such investment through either of the structures The 
sharing of security is another context m which co-ordination is necessary 
as well as desirable In addition, the land development banks may provide 
technical guidance to the institutions in the other structure in the formu- 
lation of policies connected with the financing of investment in agriculture 
and identifying fruitful areas and projects for medium-term lending (No 40) 

212 In each state, a limited number of agricultural credit societies 

satisfying appropnate criteria pertaining to financial strength and opera- 
tional efficiency may be selected for functioning as agencies of the land 
development banks in their areas of operation After experience is gamed, 
this experiment may be gradually extended to an increasing number of 
societies (No 41) > 

213 The responsibilities associated with the development-oriented 
lending policies make it impertative that the central land development 
banks should review the position m regard to their supervisory, administrative 
and technical staff and take action including long-term measures to equip 
themselves suitably An interim solution of the problem, in a few cases, 
would be to draw competent officers from the Reserve Bank, the State 
Bank of India or the state co-operative banks to serve as senior executives 
on a deputation basis (No 42) 

214 Each central land development bank should exa min e the present 
position m regard to staff of different categories and at different levels and 
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take appropriate measures to ensure that the central and primary banks 
are adequately staffed, m terms of quality and number, m order that the 
loans arc disbursed according to sound principles, supervised adequately 
and recovered on due dates (No 43) 

215 Each central land development bank may constitute a cadre from 
■which the managers of primary banks might be drawn, on the lines suggested 
below 

(1) The cadre may consist of managers of different grades to serve primary 
land development banks falling into different classes, accordmg to the 
volume of their operations Persons on this cadre should be eligible for 
appointment to suitable posts in the central land development bank 
(it) Recruitment and administration of the cadre may be vested m the 
central land development bank 

(111) The central land dev elopment bank may provide to all the primaries 
the free services of the managers and collect from each a management 
fee related to loans outstanding from its members Alternatively, while 
each primary bank is required to pay the salary of the person taken by 
it from the cadre, the central land development bank may help such 
primary banks as cannot meet these costs wholly by themselves by charging 
them a slighdy lower rate of interest or providing them with a subsidy 
till they attam a particular level of lending 

(id) Training should be arranged for the persons recruited to the cadre, 
both at the long-term credit institutions and at suitably organized training 
courses (No 44) 

216 The land development banks should gradually reduce their de- 
pendence on government officers for those stages of the loan procedure 
which can as well be dealt with by institutional staff (No 45) 

2 1 7 'While it wall not be practicable to develop the All-India Central 
Land Development Banks Co-operative Union into an organization 
for receiving and disbursing funds, it should endeavour to play an expanding 
role in future > ears as a promotional agency, in various directions including 
the following 

(1) organizing special seminars for exchange of experience , (11) publication 
of comprehensive books of instructions , (m) bringing out publicity mater- 
ial , (id) toning up the operational efficiency of member-banks , ( v ) taking 
up common problems with appropriate authorities, (vi) building up 
sound lines of co-ordination with other agencies providing investment 
credit for agriculture , (dii) collaboration with relevant agencies to arrange 
special training or refresher courses in land development banking, and 
(nil) cxplonng the possibilities of obtaining technical and other assistance 
to member-banks from international agencies The Government of India 
may provide adequate financial assistance to the Union to enable it to 
undertake these responsibilities (Nos 47 &. 48) 

Agricultural Refinance Corporation 
(Chapter 27) 

218 The Agricultural Refinance Corporation should play a major 
role ns-c-fis the co-opcrntiv c and commercial banks engaged in term lending 
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for agriculture, not only by providing refinance facilities but also by giving 
appropriate advice in regard to the various features of a sound system of 
investment credit for agriculture Its responsibihties m this context will, 
therefore, be much larger than they are at present and tvill have to be 
closely co-ordinated with those of the Agricultural Credit Department of 
the Reserve Bank of India (No 19) 

219 Steps may be taken for amending the Agricultural Refinance 
Corporation Act and the Reserve Bank of India Act so as to enable the 
Reserve Bank to purchase the debentures floated by the Agricultural Re- 
finance Corporation and to make long-term loans to it from out of the 
National Agricultural Credit (Long-term Operations) Fund A sum of 
not less than Rs 50 crores may be allotted out of the Fund for this purpose 
during the Fourth Plan period As it may take some time for the relevant 
legislation to be enacted, the Reserve Bank may, in the meanwhile, purchase 
under Section 1 7 (8) of the Reserve Bank of India Act, as part of its general 
investments, the debentures floated by the Agricultural Refinance 
Corporation, subject, if necessary, to the condition that after the proposed 
amendment is carried out the debentures so purchased will be debited to the 
National Agricultural Credit (Long-term Operations) Fund and the general 
funds of the Bank replenished (No 22) 

220 The Corporation may, at an appropriately early stage, raise its 
existing paid-up share capital of Rs 5 crores to Rs 15 crores by issuing 10,000 
more shares on suitable terms (No 23) 

221 Even if the foregoing two recommendations are implemented, the 
Agricultural Refinance Corporation will still need as much as Rs 165 crores 
during the Fourth Plan period in relation to the expected total lending 
programme of Rs 225 crores It is hoped that a substantial part of this gap 
will be filled by a suitable provision in this behalf m the Fourth Plan It 
will also be necessary to explore the possibility of securing from external 
sources such funds as can be appropriately channelled through the Cor- 
poration (No 24) 

222 The Agricultural Refinance Corporation may explore the possibili- 
ties of borrowing from the World Bank and other international agencies 
for such purposes as die financing of the purchase of tractors and equipment 
for rigging, fishing, dairying, etc (No 25) 

223 The Union Ministry of Food and Agriculture (Department of 
Agriculture) should take the initiative to get the concerned departments 
at both the Centre and the states to map out, with the help of the expertise 
of technical organizations like the Exploratory Tubewells Organisation 
and the Geological Survey of India, the areas where capital investment 
on land null be worth while from the point of view of the benefit to the 
cultivator as well as that of increasing overall agricultural production For 
this purpose, a special cell may be organized (as far as possible from the 
existing staff) in the Umon Ministry (Nos 26 & 27) 

224 In conjunction with the Agricultural Credit Department of the 
Reserve Bank, the Agricultural Refinance Corporation should also for- 
mulate, generally or with particular reference to individual schemes or 
specific areas or both, detailed mechanics of development lending for the 
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guidance of the financing institutions 1 The guidelines should cover the 
manner m which the repaying capacity should be worked out and the 
repayment schedule for individual cultivators determined There should be 
norms of staff for supervising the phased disbursement of loans, their proper 
utilization and the actual adoption of the intended crop pattern and im- 
proved cultural practices There should also be co-ordination between 
the departments concerned and the relevant credit institutions, both long- 
term and short-term, so as to ensure that all necessary inputs are made 
available to the cultivators covered by the schemes refinanced by the 
Corporation Although some of these are essentially the tasks of the partic- 
ular state government and the various financing institutions, they will 
need acuve guidance both from the Union Agriculture Ministry and the 
Corporation at the present stage Further, as the state governments and the 
credit institutions are yet to become familiar ■with the relatively new tech- 
niques of lending, supervision and recovery under special development 
schemes, the Corporation will, for its part, have to take up far greater 
responsibilities and reach a far higher level of operations than at present 
(No 27) 

225 As the business of die Corporation develops and more schemes 
are referred to it, further expansion in its organization should take place 
from time to time, in accordance with actual requirements, so that eventually 
there will be an office or agency of the Corporauon m each state, suitably 
staffed, to help in drawmg up development schemes and following them 
up (No 28) 

226 The Corporation may also consider whether it should employ 
some special technical officers on a full-time basis, apart from continuing 
its present arrangement for expert advice on a consultancy basis and with- 
out duplicating such staff as are already available in the states and at the 
Centre or with agencies like the Exploratory Tubcwells Organisation 
(No 28) 

227 Whatever resources the Government of India is able to provide 
from external assistance, as suggested earlier, may be made available to die 
Corporauon at as low a rate of interest as may be pracUcable Similarly, 
taking into account the fact that the Corporauon is a refinancing agency, 
the Reserve Bank might charge a concessional rate of interest (comparable 
to the rate charged on medium-term or share capital loans) on the funds 
to be provided to the Corporauon from the NaUonal Agricultural Credit 
(Long-term OperaUons) Fund (No 29) 

228 It may also be considered whether the Reserve Bank of India 
can help the Agricultural Refinance Corporauon m regard to its overheads 
b> meeting the enure expenditure on a ‘ Development Section ’ organized 
as an operativ c part of the Corporauon Alternatively, it could be considered 
whether a ‘ Long-term Credit Section ’ could be established in the Agri- 
cultural Credit Department of the Reserve Bank and arrangements made 
for the specialized staff of this section to service the Agricultural Refinance 
Corporation in various ways, eg, in cvaluaUng the technical and economic 
feasibility of the schemes referred to the Corporation (No 30) 

1 rrcomm'TuIation No 196 mas alio be seen in this context 
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229 The Corporation should continue to adopt a flexible approach to 
meet the needs of different categories of areas and problems and hold periodi- 
cal consultations with different categories of eligible financing agencies and 
representatives of state governments m order to ensure (hat its policies and 
procedures are determined with due regard to the diverse factors and cir- 
cumstances involved (No 31) 

230 The statute of the Corporation should be amended so as to enable 
the extension of the list of institutions eligible for its refinance facilities or 
direct finance Any addition to the list, however, should be subject to the 
approval of the Government of India and the Reserve Bank (No 32) 


Run an Electrification Corporation 
(Chapter 28) 

231 In order to achieve a greatly accelerated and more extensive 
use of electric pumpsets for crop irrigation by extension of rural electri- 
fication, it is necessary to ensure that (t) the finances of electricity boards 
are sounder and their working operations more economic , (11) as far as 
possible, rural electrification is not handicapped by present inadequacies, 
financial or operational, of the boards , and (111) the rural electrification 
programmes do not further weaken the financial position of the boards 
(No 8) 

232 A special fund, which may be known as the Rural Electrification 
Fund, may be constituted Contributions, totalling Rs 325 crorcs for the 
five years of die Plan, may be secured for this Fund from die different 
sources mentioned below 


(Rs Crores) 



Per annum 

For the 
Fourth Plan 
period 

Government of India 

15 

75 

U.S -Use Funds 

35 

175 

Contributions by commercial banks to debentures to be 
floated by the Rural Electrification Corporation 

15 

75 


65 

325 


(No 11) 


233 The special Fund will be administered by a Rural Electrification 
Corporation to be created as an autonomous body under the Ministry of 
Irrigation and Power and registered under the Indian Companies Act 
The Secretary', Ministry of Irrigation and Power and representatives of 
the Planning Commission, Ministry of Finance, Ministry of Agriculture and 
the Agricultural Refinance Corporation may be the members of the board 
of this Corporation (No 13) 
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234. The Fund should be used for three categories of purposes (1) financ- 
ing of rural electrification schemes m priority areas m the states , (11) sub- 
scription to special rural electrification bonds to be issued by the electricity 
boards on certain stipulated conditions , and (in) provision of loans to the 
rural electric co-operatives proposed to be set up (No 14) 

235 The programmes to be financed from the Fund will include not 
only the extension of electric lines for pumpsets for intensive agriculture 
on a compact area basis, but also power for small-scale rural industries, 
lift irrigation from rivers, domestic lighting, irrigation for development 
of sugarcane, tobacco, tea gardens, etc (No 1 5) 

236 Schemes based on a project approach should be chosen for being 
financed from the Fund so that the extension of electricity to certain villages 
is undertaken as part of a wider programme of agricultural development 
which can help ensure that this investment results m increased agricultural 
production (No 15) 

237 In choosing the projects for which loans may be provided from the 
Fund to the electricity boards, preference may be given, in the following 
order of priority to (1) schemes which yield a return of 6 per cent or more 
at the end of the fifth year of operation after all working expenses (including 
depreciation and the cost of grid power) are met and (11) schemes w’hich 
yield a return up to 6 per cent at the end of the fifth year on the same 
basis (No 16) 

238 CulUvators should be charged economic rates for the use of electric 
pow er and, while this approach should generally govern the policies of the 
clcctncit) boards, it should apply, specifically, to the rates charged under 
the schemes to be approved by the Rural Electrification Corporation for 
its assistance It is further suggested that the Corporation should lay down 
appropriate stipulations m regard to the rates to be charged and the other 
aspects of the working of each scheme as a condition of financial assistance 
for meeting the outlays on it (No 1 7) 

239 If special consideration has to be shown to areas where agricultural 
conditions arc relatively less favourable, this should be done by providing 
for a longer period of repayment, rather than by lowering electricity charges 
(i\o 17) 

240 The CorporaUon should employ adequate staff for scrutiny of the 
project proposals received from the electricity boards with regard to factors 
such as the availability of and demand for water, technical feasibility 
and economic soundness, as in the case of the Agricultural Refinance Cor- 
poration (No 17) 

241 The loans to the electricity boards from the Fund might — as a 
general rule, though not inv anably — be provided against the guarantee 
of state governments, supported, where feasible, by such other security 
as mav be available (No 18) 

242 In order to ensure that there is no avoidable concentration of the 
use of the resources of the Tund in a few states, it mav be laid down that no 
single state should rccciv c in anv ) car more than 20 per cent of the amount 
iv nlablc in tint ) car, though it should be permissible for this ceiling to be ex- 
ceeded if no worth-while schemes arc forthcoming from other states (No 18) 
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243 In the choice of projects to be financed from the Fund, account 
should be taken of the areas covered by special development schemes which 
have been sanctioned by the Agricultural Refinance Corporation, of which 
an important part is related to the development of irrigation through the 
sinking of wells and energization of pumpsets (No 18) 

244. Each state electricity board should issue in two parts a series of 
rural electrification bonds or debentures for financing specific rural electri- 
fication schemes The first part of the issue would be intended for sub- 
scription by individuals residing in the areas concerned (whether or not 
direct beneficiaries of the particular scheme of electrification) It would 
carry an appropriate rate of interest (which would be lower if guaranteed 
by government than if not) as also a shorter period of maturity (say 8 
years) The other part would be taken up entirely by the Rural Electri- 
fication Fund It would carry a lower rate of interest (say 4! per cent) 
and have a longer period of maturity (say 20 years) The contribution by 
the rural subscribers and the Corporation may be roughly m the ratio of 
2 3 (No 19) 

245 The Corporation might provide loans from the Fund to electric 
co-operatives which are expected to be set up in a district each in Maha- 
rashtra, Mysore, Gujarat, Andhra Pradesh and Uttar Pradesh, at a re- 
latively low rate of interest, say 4^ per cent, with a view to encouraging the 
co-operative type of organization for the distribution of electricity in rural 
areas (No 20) 


Medium-term Finance for Agriculture 
(Chapter 29) 

246 Each state co-operative bank should draw up a time-table for the 
different stages of the process of preparing medium-term loan applications 
to the Reserve Bank and ensure that the central co-operative banks carry 
out this task on a planned basis Thus, each central bank should examine 
early enough m the year the requirements of medium-term credit among 
the members of the societies affiliated to it and arrive at appropriate prior- 
ities among different purposes with reference to the funds likely to be 
available This effort should be undertaken m consultation with the officials 
of the Agriculture and other departments and the representatives of the 
affiliated societies (No 10) 

247 The Reserve Bank may consider sanctioning medium-term credit 
limits to the state co-operaUve banks for a period of two years at a tune with 
reference to appropriate lending programmes It should nevertheless be 
open for state co-operative banks to apply for such l imi ts every year, and 
for the Reserve Bank to sanction them on merits, subject to the condition 
that the new limit is inclusive of the undrawn portion of the limit which 
having been sanctioned earlier is currently operative (No 1 1) 

248 The Reserve Bank of India Act may be amended so as to allow 
for the waiver of government guarantee, in appropriate cases, for the 

Bank s medium-term loans to state co-operative banks (No 12) 
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249 Each central co-operative bank should review its medium-term 
loan policies so as to base them on norms of ouday (per unit or acre) on the 
one hand and repaying capacity on the other Norms m this regard should 
be evoh ed separately for each area and m consultation with a small tech- 
nical group consisting of rcpresentauves of the relevant government de- 
partments and selected agricultural credit societies So far as medium-term 
loans for replacement and maintenance purposes are concerned, it should 
be ensured that the annual instalments are widun the repaying capacity 
assessed at one-sixth of the current level of the value of gross produce, as 
such oudays may not add to the production or productivity In the case of 
medium-term loans connected with the creation of new assets, however, 
account should be taken of the additions to gross produce and to income 
\s hich are likely to result from such investment Further, while at the present 
stage die agricultural credit societies and the central co-operative banks 
will have to proceed on the basis of norms of ouday, repaying capacity, 
etc , based on averages, it would be both necessary and possible m due course 
for even die short-term structure to deal with each application for invest- 
ment ouday on an individual basis, once agricultural credit societies are 
built up to be viable units and the supervisory staff of the central bank 
ts also strengthened (No ig) 

250 The limits up to which medium-term loans may be made on the 
basis of personal sureties or against charge on land may be determined 
separately by each state co-operative bank in consultation with the Reserve 
Bank and with reference to factors such as local land values, the size of the 
1m estment outlay to be financed by the loan, the value of assets created or 
purchased with the loan and the extent to which the loan policies arc based 
on sound principles of investment lending In deciding upon any relaxation 
of these limits which should not, ordinarily, exceed Rs 3,500, the banks 
may adopt the following safeguards (:) the medium-term loan should be 
for purposes such as the sinking of wells, purchase of oil engines, electric 
pumpsets, tractors or power tillers and energization of pumpsets , (it) the 
medium-term loans are made subject to a careful scrutiny of repaying 
capacity, (111) the equipment, if anj, purchased from out of the borrowed 
funds should be hvpotliecatcd in favour of the lending society , and (ip) 
the lending society keeps an appropriate margin on the total cost of the 
in' estment or the balance of outlay, whichever is higher, after allowing 
for the share capital contnbution by the borrowing member (No 21) 

251 The medium-term credit policies of co-opcrativc institutions will 
have to be suitably adapted to the needs of small but potentially viable 
farmers One such expedient would be the sanction of a joint loan to a group 
of small farmers for purchase of bullocks for their joint use or for sinking 
a common veil and making all the members responsible, jointly and sc- 
scrally, to repay the loan These and other ways of financing such farmers 
for in\ estment outlays may be explored wherever their farm business, at 
the lmprosed level or technology, provides a sufficient surplus to repay 
the instalments of medium-term loans (No 22) 

252 It is appropriate that cultivators who arc m a position to repay 
loans for sinking of veils, purchase of machinery, etc , wnthin 3 to 5 years, 
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should be financed through medium-term loans rather than long-term 
ones (No 25) 

253 Although state co-operative banks may not look to the Agricultural 
Refinance Corporation, to any significant extent, for refinance in respect 
of medium-term loans to individuals for agricultural and allied purposes, 
they may seek such assistance m due course for schemes connected with 
fisheries, produccr-onented storage schemes and lending programmes draw 
up on a ‘ project ’ or ‘ cluster ’ basis (No 26) 


Credit for Animal Husbandry, Fisheries 
and Other Activities 

(Chapter 30) 

254 The demand for credit for the co-operative activity m the sector 
of animal husbandry is so large that suitable provision may be made for 
government assistance on this account, especially to meet block capital 
needs, pendmg progress towards the increased flow of institutional credit 
to this sector which 11011 take tune to develop (No 22) 

255 In the computation of a borrower’s eligibility for a medium-term 
loan for the purchase of milch cattle, without making a general relaxation 
of the principle now being adopted, an attempt should be made, wherever 
possible, to see that the mcome from milk is also taken into account m as- 
sessing repaying capacity (No 25) 

256 Wherever possible, credit agencies should take advantage of the 
available government machinery connected with extension or adminis- 
tration m the field of animal husbandry and ascertain the probable 
additions to the mcome of the cultivator which may result from invest- 
ment m milch cattle and also devise suitable arrangements for the market- 
ing of milk and prompt repayment of the loan taken for this purpose 
(No 25) 

257 Under the present pohey of the Reserve Bank, channelling ofloans 
for milch catde through milk supply societies is permitted, subject to certain 
conditions, only where the dairy development project is a co-operative 
one It is recommended that this concession be extended even to projects 
m which the pasteurization, processing and marketing of milk and milk 
products are undertaken by a private or government agency, provided the 
provision of credit and collection of milk are organized on a co-operative 
basis (No 28) 

258 Go-operatives engaged m the development of milch cattle, poultry 
farming, sheep and goat rearing, pig breeding and inland and marine fishing 
industry, etc , should not hesitate to seek recourse to accommodation from 
the commercial banks without violating the discipline of co-operative 
credit (No 29) 

2 59 The Resen e Bank of India Act may be amended suitably so as to 
enable the Bank to provide refinance facilities to animal husbandry activities 
for short-term and medium-term purposes, irrespective of whether such 
activities are taken up alongside agnculture Similarly, a specific provision 


ss 
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may be made in the Act to enable the Bank to provide refinance to the 
fishery industry (No 29) 

260 State governments and financing institutions should help to 
formulate schemes for the integrated development of animal husbandry, 
fisheries and other activities on the lines of those eligible for refinance 
facilities from the Agricultural Refinance Corporation (No 35) 

Credit for Distribution- and Marketing 
(Chapter 31) 

261 In those areas where access to institutional finance from the banks 
is not adequate to keep pace with the emerging needs and in areas where 
the co-operatives are either organizationally or financially too weak to 
meet the requirements of institutional credit agencies, the government may 
continue to provide some credit for financing the distribution of inputs on 
a transitional basis till such time as the switch-over to institutional finance 
can be effected without any dislocation (No 16) 

262 Co-operative banks and co-operative supply organizations should 
progressively attune their working policies and procedures and staff ar- 
rangements to the requirements of financing or refinancing institutions 
(No 19) 

263 The necessary amendments to the Reserve Bank of India Act, 
1934, for enabling the Bank to rediscount bills arising from fertilizer trade 
with maturity which may extend to 6 months, as recommended by the 
Fertiliser Credit Committee, may be effected at an early date (No 20) 

264 Although it would be for the Reserve Bank to determine the 
rates charged by it to state co-operative banks and commercial banks 
on accommodation for financing distribution of fertilizers from time to time 
with reference to all relevant considerations, it is suggested that, in taking 
a decision m this regard, the Reserve Bank might bear in mind its general 
objective of strengthening the co-operative credit and banking structure 
in each state through various measures, including, as m the past, the exten- 
sion of refinance facilities at concessional rates of interest (No 21) 

265 The commercial banks including the State Bank and its subsi- 
diaries should be increasingly called upon to play an important part in 
financing the distribution of fertilizer by co-operative msUtutions at diffe- 
rent levels (No 22) 

266 Earl) steps may be taken to bring into being a Fertilizer Credit 
Guarantee Corporation as recommended by the Fertiliser Credit Committee 
(No 29) 

2G7 Wherever marketing co-operatives arc appointed as agents for 
government schemes involving procurement of foodgrains, etc, adequate 
vvorl ing funds for such operations should be found by the state governments 
or the Tood Corporation on whose behalf these operations arc undertaken 
flic Reserve Ban! ma^ extend its help in ensuring that the funds required 
for the purpose by the state governments or the Food Corporation are 
provided b> the banking system (No 37) 



v SUMMARY OF RECOMMENDATIONS 1027 

268 The hundi system suggested by the Reserve Bank for financing the 
procurement operations of the apex marketing society through the primaries 
is recommended for introduction wherever it has not been already adopted 
(No 38) 

269 The grant of pledge loans by the marketing societies to their 
members serves an important purpose and may be continued, subject 
to the following safeguards (:) ceiling on pledge loans to individuals , 
(it) ceiling on the period of the pledge loans , (in) the size of the loan is 
relatable to the crop produced by the borrower and precautions are taken 
to see that the benefit goes only to agricultural producers and not to the 
traders , (tv) the production loan is recovered from the pledge loan , (v) safe 
custody of pledged stocks is assured and the stocks are verified frequently , 
(pi) the produce is, preferably, sold through the co-operative , and (vn) 
the credit policies of the Reserve Bank are so operated that the objectives 
of the policy such as stable prices and the avoidance of hoarding of stocks, 
etc , are subserved without damaging the incentive to the cultivator (No 42) 

270 , The condition requiring the borrowers of pledge loans to sell the 
produce through the co-operative, which is stipulated at present by the 
Reserve Bank of India for the utilization of its accommodation by the 
co-operative banks for refinancing pledge loans by marketing societies, 
should not be insisted upon m every case irrespective of the ability of the 
local co-operative to market produce (No 44) 

271 Marketing societies should gradually bring down the quantum 
of * trade credits ’, by restricting this facility to a few parties whose financial 
standing and integrity are beyond doubt and take all the safeguards neces- 
sary for enforcing recovery m the event of default As the marketing societies 
can be expected to meet the limited funds required for this purpose from 
sources such as the State Bank, other commercial banks or co-operative 
banks or from owned funds, there is no need for provision of refinance 
facilities from the Reserve Bank on this account or for an amendment of 
the Reserve Bank of India Act for making this an eligible purpose for such 
facilities (No 46) 

272 The formal consent of the Registrar of Co-operative Societies and 
the co-operative financing agency by the marketing societies for obtaining 
finance from the State Bank direct, instead of through the normal co- 
operative banking structure, need not be insisted upon m future for each 
society and a general consent from the state government for the societies 
in the state as a whole, should suffice (No 52) 

273 The State Bank and other commercial banks should normally 
meet the working capital requirements of marketing co-operatives for 
marketing of agricultural produce and such funds should, by preference, 
be provided direct to the concerned marketing societies, though there 
need be no bar on indirect financing, if the institutions concerned prefer 
that arrangement (No 52) 

274 The norms laid down by the Reserve Bank for the fi nan cing of 
marketing societies, by way of clean, pledge or hypothecation limits, tak en 
together with the relaxations temporarily agreed to by it in respect of mar- 
gins, are salutary No relaxation of these norms beyond the limits conceded 
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by the Reserve Bank is considered desirable except that the ceiling of 
twice the owned funds imposed by the Reserve Ba n k on the clean limit 
sanctioned to a co-operative marketing society on government guarantee 
may be raised to three times the owned funds in deserving cases, subject 
to the following conditions (x) the Registrar of Co-operative Societies is 
satisfied on a special investigation that the society is working on sound 
lines , (it) the clean advances are not being utilized for providing margins 
for pledge and hypothecation advances , and (in) the needs of the marketing 
society urgently call for such relaxation. (No 57) 

275 In the context of the responsibilities entrusted to the co-operative 
marketing structure for supply as w ell as marketing activities, their share 
capital structure will need to be further strengthened very considerably, 
if they are to borrow from banks on a correspondingly large scale Ideally, 
such additional share capital should come from members, but smee this 
will take time and can only take place m step with the expanding marketing 
business, state governments should meanwhile contribute to the share 
capital of marketmg societies on the scale that they may require (No 59) 

276 The various measures, proposed by the conference of State Mini- 
sters of Co-operation held at Bombay m November 1965, for augmenting 
the share capital of marketing societies, should be pursued vigorously 
(No 60) 

277 The present managerial personnel of marketing societies, who are 
mostly borrowed from government should be replaced gradually by com- 
petent and trained personnel recruited from the market (No 61) 

278 In order that the marketmg societies might be enabled to reduce 
their dependence on borrowed personnel from the government, the National 
Co-operative Development Corporation has formulated a scheme for the 
creation of a pool of managerial personnel in the apex marketing societies 
for being lent to the affiliated societies and in some states apex societies 
have already created such pools Further efforts should be made on these 
lines to recruit and train men for the managerial posts according to a phased 
programme (No 62) 

279 It is not a satisfactory arrangement, m the long run and as a 
general rule, for the marketing societies to provide production credit to 
their member cultivators and the normal arrangement should be for the 
agricultural credit societies to meet these requirements However, m areas 
where agricultural credit societies do not exist or arc dormant and hence 
unable to adv ancc loans, marketmg societies may provide production credit 
to members on a transitional basis while specific steps are undertaken for 
ensuring that active agricultural credit societies are brought into position 
in every part of the area of operations of such marketing societies Further 
m areas such as those where plantation crops arc grown, or where, as m 
tnbal areas it is not practicable to organize a credit society for one or tw'o 
villages, or where credit is only an incidental and small part of the total 
co-ordinated effort, or the economy is dominated by a single crop, the 
marketing societies ma\ have to be permitted to provide credit wherever 
called upon to do so It is further suggested that in instances where the 
production credit business of marketing societies is to be given up on the 
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basis of the criteria indicated above, the required change may be brought 
about gradually, so that they fall m line with the generally accepted pattern 
in stages and without any undue dislocation (Nos 67 to 69) 

280 Various measures, both persuasive and compulsory, should be 
pursued vigorously to bring about as early as possible effective linkin g of 
credit with marketing, particularly in the H V P and other intensive 
agricultural areas (Nos 77 & 79) 

281 It might be examined whether suitable legislation can be under- 
taken to make a warehouse receipt a fully negotiable instrument m the 
sense that a bona fide holder m due course gets an unimpeachable title to 
the goods, irrespective of any defect m the title of his transferor (No 87) 

282 There is considerable scope for the warehouse receipt to be de- 
veloped m the coming years as a convenient basis for marketing and trade 
credit required for handling agricultural produce The following measures 
are suggested m order to make these receipts popular and widely acceptable 
(1) imparting to the warehouse receipts all the attributes of negotiability, 
and («) building up the confidence of credit agencies in this form of security 
and improving the operational efficiency of the warehouses including 
supervision at the higher levels, so that the risks of fraud and negligence on 
the part of warehousemen are reduced to the minimum (No 89) 

283 Commercial banks should play an important role in meeting the 
credit requirements of both the co-operatives which may not find from 
government all the funds needed by them for the development of production- 
onented storage and the requirements of private parties for the same purpose 
(No 91) 

284 All issues connected with the working of the National Co-operative 
Development Corporation and the central and state warehousing cor- 
porations may be examined, through such means as may be considered 
appropriate, so as to devise ways of ensuring that all these organizations, 
together with the relevant co-operative institutions make an effective and 
co-ordinated impact on the marketing, processing and storage of agri- 
cultural produce (No 93) 


Personnel and Training 
(Chapter 32) 

285 In determining the margins on which co-operative credit insti- 
tutions operate and the rate of interest which should be charged on the 
loans advanced by them, an important consideration to be kept m mind 
is that these institutions should be enabled to employ the required number 
of persons of the appropriate quality for the different jobs (No 8) 

286 In order to ensure prospects for promotion to the staff employed 
in co-operative institutions, it is suggested that, in filling up vacancies in 
federal institutions, Ley personnel of the affiliated units should be generally 
preferred if they satisfy the requirements of qualifications and experience 
(No 9) 
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287 As suggested by the Committee on Co-operative Administration 
( 1 963), the Co-operation Department may prescribe minimum qualifications 
for employment to various cadres of staff of co-operati\ e institutions (No 10) 

288 Co-operatne leadership at ail levels has to be educated on the 
need, from the point of view of efficient operation of co-operatne insti- 
tutions, for a clear demarcation of the respectne responsibilities betas een 
the elected board of management and the paid executives and other 
managerial personnel and the related need for the latter to be gi\ en a degree 
of autonomy to take various individual decisions m conformity with the 
broad policies laid down by the board There is a need for evolving right 
conventions in this regard (No 11) 

289 Each co-operative credit institution should anticipate its staff 
requirements and take steps m advance for recruitment and training There 
is a greater chance of securing the right type of personnel and ensuring 
their loyalty , if suitable persons are recruited at a fairly 7 oung age and at 
appropriate levels and given training both on the job and m training 
institutions (No 12) 

290 Institution of cadres for key personnel of co-operatives can be 
of considerable help m toning up their administration by providing efficient 
personnel and giving a new dimension to co-operativ e employment Firstly, 
the authorities m charge of it should have full admimstrativ e control over 
all the persons held on it and should be free to impose any person of their 
choice on any of the participating institutions Secondly, the financial ar- 
rangements have to be made on a comprehensive basis so that the contri- 
butions received from the member-instituUons take care of the leav e salaries, 
retirement benefits, etc. Thirdly , to provide for opportunities of promotion 
within the cadre and also for the differential needs of insUtutions at different 
stages of dev elopmcnt and levels of turnover, there should be tw o or three 
grades within each cadre with provision for persons to be promoted from the 
lower to the higher grades Fourthly, the responsibility for running the cadre 
should be that of the apex institution IVhere, however, this is not practi- 
cable, the state government might take a leading part in attending to the 
work involved in operating the cadre through an autonomous board 
in which representatives of apex institutions, ete, might be included until 
such time as the apex instituUon becomes strong enough to take over 
Finallv, while there will be a state cadre for key personnel of central co- 
operative banks, the cadre for the secretaries of primaries, where it is practi- 
cable, would be at the district level (Nos 18 &. 19) 

291 It might be an advantage to begin experimenting with cadres 
in limited areas of co-operative acUvity where the key personnel in the 
majontv of the insUtutions is yet to be appointed or where the posts 
have been filled, to begin with, predominantly with staff borrowed from 
the government It is only after these efforts have proved worth while in 
terms of the quabty of service ensured that it may be prudent to extend such 
arrangements to other fields (No 21) 

292 The state governments might consider the question of amending 
the Co-operative Societies Acts so as to enable the Registrar of Co-operative 
Societies to male it obligatory for any co-operauvc credit institution to 
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appoint to certain posts only persons belonging to the cadres built up by the » 
government or federal organizations for the purpose (No 21) 

293 It may not be immediately practicable to get trained hands to 
replace all the departmental officers at present on deputation with the 
co-operatives and the process of replacement will have to be necessarily 
gradual It is suggested that during the transitional period, no departmental 
officer should work as manager or secretary beyond a specified period which 
should not normally exceed three years and during this period steps should 
be taken to select and tram a person to replace the government official 
(No 22) 

294. The Reserve Bank might make the services of its officers available, 
wherever necessary, on a deputation basis to work as the chief executives 
of the credit institutions at the apex level The Reserve Bank might take 
these requirements into account in planning its own programmes of recruit- 
ment This should, however, be only a short-term arrangement for a period 
not ordinarily exceeding three years and every effort should be made by 
the concerned institution during this period to select and tram up a suitable 
person to take over from the officer deputed by the Reserve Bank (No. 22) 
295 Each commercial bank may assess its requirements of technical 
and other staff at various levels for agricultural credit work during the 
next five or ten years and draw up an integrated scheme for the recruitment, 
selection, training and placement of such staff (No 25) 

2g6 The organization within each commercial bank for agricultural 
credit should be strengthened m three broad aspects Firstly, at the head 
office as well as some of the regional offices, it is necessary to have persons 
who are well-qualified m agriculture and have also been given some training 
m banking Secondly, at those pilot centres at which intensive and experi- 
mental efforts are contemplated, it is useful to have staff who are qualified 
in agriculture and related fields, even if they are not experts at any high 
level Thirdly, so far as the generality of the officers of the commercial batiks 
are concerned, it is necessary to have an increasing number of persons who 
have had training in agricultural credit Steps should be taken to ensure 
that m the long run like graduates m other sciences and humanities, a good 
number of agricultural graduates are also taken into the service of banks 
as part of their general recruitment of officers and staff (No 26) 

297 As proposed by the Informal Group on Institutional Arrangements 
for Agricultural Credit (1964), the posts of senior executives in the state 
agricultural credit corporations may be filled by obtaimng, on a deputation 
basis, the services of officers with sufficient experience from the Reserve 
Bank, the State Bank of India and the well developed state co-operative 
banks These institutions generally, and the Reserve Bank and the State 
Bank of India in particular, should also provide for the requirements of 
managerial personnel of the corporations m formulating their own pro- 
grammes of recruitment, training, etc Since the staff of the State Bank 
are not likely to be familiar with the procedures and problems relating 
to credit co-operatives, arrangements uffil have to be made to give them 
appropriate training before they are posted to the agricultural credit 
corporations (No 28) 
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298 The problem of findin g suitable staff for the state agricultural 
credit corporations at the district and lower levels may be tackled by 
simultaneous efforts in three mam directions Firstly, the corporations should 
immediately on their being established undertake recruitment of qualified 
staff from the market on a limited scale, on terms better than those available 
to the staff of co-operative banks at present Secondly, some of the more 
promising members of the existing staff of the apex and central co-operative 
banks may be taken on deputation by the corporation and provided in- 
tensive training ivith special emphasis on practical aspects Thirdly, the 
corporations may take staff on deputation from the Agriculture Department 
as also from any agricultural universities which may be operating m these 
states and give them appropriate orientation on the credit side (No 29) 

299 Agricultural credit corporations should be highly selective in 
choosing the staff of the co-operative banks for their work. If this calls for 
larger recruitment from the market, there should be no hesitation to under- 
take it as the beneficiaries, m the long run, will be the co-operative credit 
institutions which wall eventually replace the corporations (No 31) 

300 To start with, a few big agricultural credit societies and selected 
branches of central co-operative banks and commercial banks should equip 
themselves with the services of staff qualified in agriculture so that, in due 
course, similar arrangements can be so universally organized that extension 
and advice wall invariably accompany the credit provided to the average 
farmer (No 32) 

301 Government of India may set up a study team to go into all the 
facets of the problems of training the personnel of co-operative credit 
institutions, in consultation wath National Co-operative Union of India, 
the Reserve Bank and the federations of state co-operative banks and the 
central land development banks In particular, the proposed team should 
evaluate the available experience m regard to the design, content and 
duration of training courses, the type of instructors required, the categories 
of personnel to be trained, the levels and institutions at which the courses 
may be organized, the number of persons to be trained, etc (No 43) 

302 One general direction in which existing training arrangements 
need to be improved relates to the placing of greater emphasis on institutional 
aspects of co-operative credit As a corollary to this approach, co-operative 
credit instituUons should be more intimately involved m the formulation and 
conduct of the relevant training courses (No 44) 

3°3 The Rcscn. c Bank, co-operative training institutions and co-opera - 
Uve banks should collaborate to organize a larger number of short courses on 
individual problems, refresher courses and seminars, than hitherto (No 45) 

304 Where enough trainees are not deputed by institutions, the training 
centres mi) be permitted to admit candidates from the public, 1 e , non- 
mstitutional trainees (No 46) 

305 Co-opcraUve banks should recognize the importance of employing 
trained staff, take the fullest advantage of the facilities which arc avail- 
able, estimate in adsancc their needs of training facilities both for existing 
staff and those to be recruited and collaborate wath the training institutions 
to make satisfactory arrangements for the purpose (No 46) 
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306 In certain suitable cases, the co-operative banks may themselves 
organize special training facilities or refresher courses for their own 
employees, secretaries of societies affiliated to them, etc , with such help 
as they may require from the relevant training institutions (No 46) 

307 The extent to which the key personnel and the supervisory staff of 
a bank are trained, should be looked into in the inspections of co-operative 
banks and due weight attached to this factor in the evaluation of the working 
of the banks m different contexts (No 46) 

308 As for the content of the training courses for the co-operative 
bank personnel, it is emphasized that increasing importance should be 
attached to practical aspects of the working of institutions rather than to the 
theoretical principles of co-operation (No 47) 

309 In order that a trainee may derive the fullest benefit from the 
tr ainin g for which he is deputed, he should have some earlier experience 
of work of the relevant type Further, he should also have a period of post- 
training apprenticeship before he is put on the job and entrusted with full 
responsibility (No 48) 

310 It is necessary to organize periodically a number of refresher 
courses at different levels in order to ensure that persons who have received 
tra inin g earlier keep themselves abreast of various subsequent developments 
m policies and procedures connected with agricultural credit. (No 48) 

31 1 In finding staff for training centres, reliance cannot be placed on 
any single source such as the academic field, co-operative institutions or 
Co-operation Department nor should recruitment from any of these sources 
be ruled out The approach in this regard has to be pragmatic A principle 
emphasized in this connexion is that there should be mobility of staff be- 
tween credit institutions and the co-operative training centres, to their 
mutual benefit (No 49) 

312 With a view to ensuring suitable standards of qualification and 
efficiency, it is appropriate that the salaries paid to the lecturers and other 
teaching staff in the training colleges should be comparable to those paid 
by the universities and other colleges to similarly qualified people (No. 49) 

313 Steps should be taken for providing correspondence courses in 
co-operative credit and for publishing authoritative text books, preferably 
under the auspices of the institutions which are concerned with training, 
research and publications and with the assistance of the Reserve Bank 
(No 50) 

3x4 The Reserve Bank will have to expand the facilities provided by it 
for training staff of co-operative credit institutions and also take the initiative 
in regard to the organization of other courses for specific categories of staff 
or hi special contexts In particular, it is recommended that the Reserve 
Bank may (t) examine the possibility of conducting a special course for the 
managerial staff of co-operative land development banks, (ii) organize 
refresher courses for personnel who have had basic tr ainin g earlier in 
co-operative banking, for bringing them up-to-date on particular facets 
of the working of co-operative banking and credit, and («i) organize, to 
the extent practicable, special refresher courses at different centres other 
than Bombay either for co-operative banking personnel of individual states 
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or groups of states It goes without saying that these efforts should be co- 
ordinated with the activities of other institutions engaged in the training 
of co-operative personnel (No 51) 

315 It is emphasized that, particularly in the context of the changes 
in the policies of co-operative credit and the need to take these ideas as 
near to the farmer as possible, increasing emphasis should be laid on member- 
education m the co-operatives (No 56) 

316 It is envisaged that, in due course, training in respect of agricultural 
credit business will become a normal part of the total trai ning in various 
aspects of the working of the commercial banks which is imparted to all 
the members of staff of the banks at various levels (No 59) 

317 Arrangements for training commercial bank staff in agricultural 
credit should be organized both in individual banks as well as on a common 
basis through the Bankers Training College and similar institutions, and the 
actn e assistance of agricultural universities m different parts of the country 
might be enlisted for the purpose (No 60) 

318 There should be refresher courses at the state level, organized 
under suitable auspices for commercial bank staff at which, over a period 
of three to four days, specific problems which are faced in the field in the 
matter of making, supervising and recovering loans can be discussed thread- 
bare b> operational staff who are familiar with these difficulties m concrete 
terms (No 60) 

319 Arrangements may be made for representauves of the state and 
central co-operative banks, the land development banks, commercial banks, 
the Reserve Bank and the officials in charge of intensive agricultural pro- 
grammes to come together periodically and discuss problems of common 
interest with reference to concrete instances (No 61) 

320 At a suitable stage, say, after the commercial banks have had the 
experience of agricultural finance for about a year, a course for instructors 
for their staff should be organized on the basis of collaboration between 
the Bankers Training College of the Reserve Bank and selected agricultural 
universities, m consultation with the representatives of the commercial 
banks (No 62) 

32 1 The Rcserv c Bank should organize special training courses of short 
duration, say one month, for staff taken over by the state agricultural 
credit corporations from the co-operative inslitutions which will be strictly 
practical in nature and be concerned only with the mechanics of production 
credit such as the crop loan system The staff to be newly recruited by the 
corporations should be put through a fairly intensive programme of training 
of about six months’ duration which will include a short initial period of 
working in the corporation, working in a well-developed apex co-operative 
bank, training at the Reserve Bank and, finally, a short apprenticeship on 
return before taking up responsible duties (No 63) 

322 As soon as possible, an appropriate number of persons of the 
required standard of academic qualifications and experience should be 
chosen b\ the state agricultural credit corporations and deputed for intensive 
training for six to nine months according to a programme which may be 
chad cd out in consultauon with the Reserve Bank (No 64) 
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Questionnaires Issued by the Committee 
Questionnaire — I 1 
Part i* 

I Primary Agricultural Credit Societies 

A General Classification Number of Societies 

i Limited Lability societies 
a Unlimited Lability societies 
3 Total 

4. Of which State-partnered 

5 Dormant 

6 Under liquidation 

7 Worked at 

(a) Profit 

(b) Loss 

(c) Without profit or loss 

8 Having own premises 

9 Having full-time secretary 
10 Defaulting societies 

B Classification according to Size of Operation 

Amount ofloans advanced Number of Societies 

Up to Rs 35,000 

From Rs 25,001 to Rs 50,000 

From Rs 50,001 to Rs 75,000 

From Rs 75,001 to_Rs 1,00,000 

From Rs 1,00,001 to Rs 1,50,000 

Above Rs 1,50,000 


Issued to the Registrars of Co-operative Societies and state governments 
1 Data were originally called for from the Registrars of Co-operative Societies for the year 
1965 -6 or as at the end of 1965—6, as the case may be Subsequently, similar data for 1966—7 
were also called for 
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C Ftrcnaal Particulars 


ParticulcTS 

Amount 
(Rs Lakhs) 

1 

2 


Paid up share capital 

(Of which. State contribution) 

Statutory reserve 

Other races es 

Deposits 

Borrowings 

Working capital 

Cash on hand and with banks 

Investments 

Loans outstanding 

Short-term agricultural 
Medium-term agricultural 
Other loans 
Short-term 
Medium term 
Cash credit outstanding 
Agricultural 
N on-agn cultural 
Overdues 

Profit (J-) or Loss ( — ) for the year 
Loans issued during the year 
Short-term 
Medium-term 
Bad and doubtful debts 


D Credit A decreed by Primary Credit Societies 


Rs Lakhs 

Tear Siam term Medium term 

Lory term 

Total 

1 2 3 

4 

5 


E Primary Agricultural Credit Societies — Averages 
Item 

1 Membership per society 

2 Working capital per society 

3 Share capital 

(e) Per socierv (Rs) 

(4) Per member (Rs) 

4 - Deposits 

(c) Per society (Rs) 

(4) Per member (Rs) 

5 Loans ads anced per borrowing member (Rs) 

F Purfose-vcue Distribution cj hlcdiun-tcm Loans Issued 
Purpose 

Sinking of or repairs to, wells 

Purchase of machincn. (pumpsets for irrigation) 

Purchase oT cattle 

Mi"o- inpro enents to lands 

Other pa-poses 


As on 


Amount 
(Rs Lakhs) 










APPENDIXES 

II Particulars of Central Co-operative Banks and 
A Financial Particulars of Central Co-operative Banks 

1039 

Marketing Societies 

Particulars 

Amount 

(Rs Lakhs) 

l 

2 


Paid-up share capital 

(Of which, State contribution) 

Statutory reserve fund 
Bad debt reserve 
Other reserves and funds 
Deposits 

Other borrowings 
Short-term 
Medium-term 
Cash credits 
Working capital 
Cash on hand and at banks 
Investments 

Loans and advances outstanding 
Short-term agricultural 
Medium-term agricultural 
Other loans 

(t) Short-term 

(a) Marketing 
lb) Distribution of fertilizers 
(c) Handloom co-operatives 
la) Other industrial co-operatives 
(r) Consumers’ stores 
If) Others 
(it) Medium-term 
Cash credit 


(1) Agricultural 
(i i) Non-agncultural 


(a) Marketing 

lb) Distribution of fertilizers 

(cj Handloom co-operatives 

Id) Other industrial co-operatives 

It) Consumers’ stores 

if) Others 

Overdues 

Land and buildings 
Profit (+) or Loss (— ) for the year 
Loans and advances during the year 
Short-term 
Medium-term 


Limit Outstandings 
Sanctioned 





C 'o-of'rralu r iMarkthnt; Socutiti 
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III Deposits of Apex and Central Co-operative Banks 


A Ownership of Deposits { As on 

) 

Rs Laths 

State Co-operative Bank 

Central Co-operative Banks 

Tear — 

Individuals Societies Others 

Individuals Soaettes Others 

12 3 4 

5 6 7 


B Class of Deposits 


Rs Laths 


State Co-operative Bank 

Tear 

Current 

Savings 

Fixed 

Reserve Fund 
Deposits 

Other 

Deposits 

Total 

1 2 

3 

4 

5 

6 

7 


Tear 

Current 


Central Co-operative Banks 


Savings 


Fixed 


Reserve Fund Other 
Deposits Deposits 


Total 


2 


3 


5 


6 
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IV Borrowing and Lending Rates 


Type cf Loan 


1 


Bin rowin g 
Rale of 
Stale 

Co-operatae 

Bank 


2 


Lending 
Rate of 
State 

Co-operatae 

Bank 


3 


Lending 
Rate of 
Central 
Co-operatae 
Banks 


4 


Lending 
Rate of 
Agricultural 
Credit 
Societies 
{In the ease 
cf societies 
which 
cdvanct 
loans ) 

5 


Seasonal agricultural operations 
and marketing of crops 

Handloom sveav en’ societies — 
production and marketing 

Other industrial co-operative 
societies 

Co-operative milk supply societies 

Co-operative sugar factories and 
other processing socieues for 
manufacture and marketing 

Co-operative marketing societies 
for distribution of fertiliser and 
other agricultural requisites 


Co-operative consumers' distribu- 
tion 


Medium term loans for agricultural 
purposes 


V 

A. 

COVERACE 

of Co-operative Agricultural Credit 



As on 

Ko of Villages Covered 
by Agricultural Credit 

Societies 

Of which, those 

Covered by Dormant 

Societies 


1 

2 

3 
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D 


Percentage of Borrowing Members of 

As on Agricultural Socte'ies to Total Number of 

Cultivating Families m the State 


1 


2 
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VI Loans of Central Land Development Bank 




Loans Issued 



Loans 

Outstanding 

For Debt 
Redemption 

For Purchase 
of Land 

For Purchase 
of Machinery 

Other 

Purposes 

Total 

1 2 

3 

4 

5 

6 

7 


VII Taccavi Loans 1 


Adnemcei 

Outstanding 

Type 

c Zpt. 

n , rrr , Through 

DaKl Co-operatwes 

1 

2 3 

4 5 


1 Loans for production, 
land improvement and 
relief of distress issued 
by the Revenue 
Department 

(a) Short term 

(b) Medium-term 

(c) Long-term 

2 Community develop- 
ment loans for produc- 
tion and land improve- 
ment 

(aj Short term 
lb) Medium-term 
(c) Long term 

3 GMF* loans for pro- 
duction and land 
improvement 

la) Short terra 

lb) Medium term 
(r) Long term 


* Fo- the >eaT 19GO-61 to l%5-6 

* Grow More Food 







VTII State Development Plans Tarobts and Achievements 
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Part II 

FACTUAL — NARRATIVE 


I Review 

1 Please indicate the targets fixed for the principal agricultural commodities 
m the state for the Third Five Year Plan and the achievements as at the end of 
the Plan 



Umls 

Base 

Target 

Production 

Commodity 

( Tonnes , Bales, 

Level 

Fixed for 

at the end of 

etc) 

1960-61 

Thud Plan 

Thud Plan 

1 

2 

3 

4 

5 


Foodgrains 

Sugarcane 

Oilseeds 

Cotton 

Jute 

Tobacco 

Others 

(Specify) 


2 Have any estimates been made of the quantum of credit for agricultural 
purposes supplied by the various agencies during 1951-2 and 1964-5? If so, give 
an analysis of the quantum supphed by the various agencies in the following form 


Rs Lakhs 


Agency 

1951-2 

1964-5 

1 

2 

3 


Cooperatives 

Government 

Moneylenders 

Relatives 

Commercial banks 
Others 
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II Projection's of Likely Need and Supply 

1 Please indicate the targets fixed for the production of principal food and 
non-food crops m the state during the Fourth Plan 





Estonctes of 

Percentage 

Ccnszcditj 

Lrtt (Torrjs, 

Bcse Lrrrl 

Production ct 

Increase 

Belts, etc ) 

(1955-6) 

the end of 
Fourth Plan 

<rcr the 

Base Level 

1 

2 

3 

4 

5 


Foodgrams 

Sugarcane 

Oilseeds 

Cotton 

Jute 

Tobacco 

Others 

(Specif) ) 


2 Cue the ancillarv targets, if an>, fixed for each >ear of the Fourth Plan in 
respect of 




Quaihtj 

Valut 

(Rs Lakhs) 

(«) 

Seeds 



(6) 

Fertilizers 



(0 

Pcs trades 




3 Give the estimates of the short-term and medium-term agricultural credit 
requucments in the Fourth Plan (v ear-wise) and the agencies which will suppl> 
them 


Rs Lakhs 





Agencies Expected to Supp J y Credit 

leer 

Es in zud Credit 
Reg’uirmr^ts 

Co-cfrrz 

‘i-es 

Gc-errznmt 

Others 


ST \IT 

ST 

M T 

ST 

MT 

ST MT 

1 

2 3 

4 

5 

6 

7 

8 9 


1966- 7 

1967- F 
l'-'C-U 
1969-7U 
1076-71 
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4. (a) Please indicate the targets fixed for each year of the Fourth Five Year 
Plan for the High-yielding Varieties Programme 


Amounts in lakhs of rupees 




Requirements in respect of 

Tear 1 Crop 

Area Seeds 

Fertilizers Insecticides 


Qty Value 

Qty Value Qty Value 

l 2 

3 4 5 

6 7 8 9 


‘For the yean 1966-7 to 1970-71 


(b) What are the short-term and medium-term credit requirements estimated 
for the High-yielding Varieties Programme? How tire they proposed to be mct ? 

5 (a) Please give the targets fixed for I A D P and I A A.P during the Fourth 
Plan (year-wise) 


Amounts m lakhs of rupees 



Area 

Tear to be 

Covered 


Requirements m respect of 

Fertilizers 

Seeds 

Insecticides 

Qiy 

Value 

Qty Value 

Qty Value 


1 2 

3 

4 

5 6 

7 8 

I ADP 






I.AA.P 







(b) What sire the additional credit requirements estimated for financing the 
I A D P and I A.A.P ? How are they proposed to be met? 

6 Are the credit institutions m the state consulted in the formulation of the Plan 
targets m respect of agricultural credit? If so, indicate the arrangements made for 
the purpose. 
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III Role of Institutional Agencies 

1 What was the quantum of short-term and medium-term agricultural credit 
provided by the co-operatives as at the end of the Third Five Year Plan 5 


Rs T-it-hs 



Amount Advanced 

Outstandings as on 


( 1965-6) 

30-6-1966 

Short-term 

Medium term 




2 How do the amounts of short-term and medium-term credit actually provided 
by the co-operaUves compare with the targets set for the Third Five Year Plan? 
If the actual performance fell short of the targets, what were the reasons for the 
shortfall 7 

3 IVhat are the standards of viability for primary credit societies fixed in the 
state? 

4- (A) Have surveys been completed m your state for locating the viable or 
potentially viable societies? If so, what are the programmes drawn up on the basis 
of these studies? Please indicate 

(I) Number of existing societies 
Of which 

(a) No of viable or potentially viable societies 
(A) No to be amalgamated 
(c) No to be liquidated 

(II) No of societies expected to emerge on the completion of the programme 

(B) Indicate the progress in implementing the above programmes at the 
end of 1966-7 

5 What arc the different schemes under which loans arc issued for increasing 
agricultural production and for land improvement under the Agricultural Loans 
Act and Land Improvement Loans Act 7 (Exclude loans for distress, famine, etc) 

6 Please state the periods for which loans under each scheme arc given, the nature 
of security taken, and the amounts allotted for each for the years i 965 - 6 , 1966-7 
and 1967-8 

7 Does the budget show scheme-wise allotments for laccam? 

8 Arc taccan loans restricted to non-members of co-operative societies 7 

9 How does the rate of interest charged on taccam loans compare with the rate 
charged b> agricultural credit societies and land development banks? (Please specify 
the rates ) 

10 Has the Food Corporation financed agricultural production or marketing 
in your state 7 If so, give the amount of loans advanced during the last two >cars, 
the purposes and the terms and conditions on which the advances are made 

11 IVhat is the system of food procurement in force m the state and what is 
the role entrusted to the co-operaUves ui it 7 
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12 Please indicate the quantity and value of foodgrams procured by the co- 
operative agency during the year 1955-6 

13 What are the sources of funds available to co-operatives for financing pro- 
curement activities? 

14 Is the Food Corporation acting as agent for procurement of foodgrams in 
your state? If so, give the following details for the year 1965-6 


Particulars of Foodgrams 

Procured 

Quantity 

Value 

( Rs Lakhs) 

1 

2 

3 


15 Does the Food Corporation give loans for agricultural production in the 
areas where it is entrusted with the procurement work? If so, give the terms and 
conditions 

16 Have you framed any targets for the procurement of foodgrams by the 
Food Corporation and/or co-operatives during the Fourth Five Year Plan period? 
If so, please indicate the targets 


IV Operational Policies 

1 Please indicate the progress made by the co-operative credit structure m the 
state m adopting the production-onented credit policies represented by the crop 
loan system. 

2 What are the norms fixed for financing the mam crops (please specify) and 
what is the basis for the fixation of the norms ? 


Rupees 


„ „ M W M 

Crop Component Component Component Total 

(Cash) ( Kind) ( Additional Cash) 


1 


2 


3 


4 


5 
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3 Arc the present scales of finance considered adequate" 1 

4. What is the individual maximum borrowing power of a member of pnmarj 
credit society 5 (Where it is not uniform, please indicate the broad range.) 

5 How is the maximum credit limit of a member fixed? 

6 Indicate bnefl> the authorities and procedures for sanction of loans by co- 
operate es at the various levels 

7 Is there a practice of disbursing loans in land? Indicate the extent to which 
compulsion is enforced on members to take a portion of the loan m land (1 c , in the 
shape of seeds, chemicals, fertilizers, etc ) Proportion of cash and land loan to be 
given to a member may be indicated 

8 Is seasonahtyofloarung introduced in the state? Ifnot, are there any practical 
difficulties m introducing the system m the state? 

9 What is the normal time-lag between the application for loan by an agri- 
cultural credit society and the final disbursement of loan to the society (or member) ? 

10 Arc there delays in the sanction and disbursement of loans? If so, what are 
the factors accounting for such delay's? 

1 1 Are due dates of loans fixed according to harvest time? 

12 Indicate the nature of security obtained by the primary societies for ad- 
van cmg 

(a) short-term loans, and 

( b ) medium-term loans up to Rs 500 

Rs 501-1,000 
Above Rs 1,000 

13 What is the maximum limit for short-term and medium-term loans on 
sureties 7 

14. Is there a provision m the Co-operative Societies Act m force in your state 
for (a) creation of a charge on land by the member in favour of the society and 
(6) creation of charge in favour of society on crops to be raised from the loans 
advanced to the members’’ 

15 Has a phased programme of marketing and linking of credit with marketing 
been drawn up’ If so, the targets and achievements for the last three years may 
be indicated in the following table 


Year 


(A) 

Agricultural Produce Marketed 
Targets Achievements 


(B) 

Members' Leans 
Recovered from (A) 

Targets Achievements 


16 What arc the incentives, if any, given to members of village societies to 
market their produce through the marketing societies 7 

17 What is the approximate percentage of marketed surplus of agricultural 
produce m the state handled by co-operate es 7 
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18 What is the proportion of primary agricultural credit societies in the state 
affiliated to the marketing societies operating m their areas 7 The reasons for the 
failure of some societies to get themselves so affiliated may please be indicated 

ig Are borrowers from primary societies required to sign agreements requiring 
them to sell their produce only through marketing societies ^ Are such agreements 
being strictly enforced? 'What is the penalty prescribed for the breach ? 

20 How many societies are actually undertaking service functions or multi- 
purpose functions' 1 What are these functions? 

21 What was the percentage of overdues to demand during the last three years 
at (a) primary and ( b ) central bank levels ? 

22 Indicate the machinery for recovery of co-operative loans in the state 
What is the action taken to liquidate o\ erdues ? 

23 Are primary societies in the state disqualified from borrowing fresh loans 
if the overdues exceed a prescribed level ? If so, what is the percentage fixed for the 
purpose? 

24. Please indicate (as on 30-6-1966) 

(a) the proportion of individual members of primary societies ineligible for 
fresh finance because of defaults and their proporbon to the total members (if 
exact figures arc not available, an esbmate may be provided), and 

(i) the number of primary sociebes ineligible for fresh finance on account of 
their o\ erdues exceeding the prescribed level and the proporbon of such sociebes 
to the total primary agricultural credit sociebes in the state 

25 Are there any special steps undertaken or contemplated for increasing the 
medium-term resources of co-operabve banks? 

V Related Aspects of Go-operative and Agricultural Credit 

1 IVhat is the pattern of co-operabve markebng structure in the state (e g , 
whether there are district markebng sociebes, the posibon in regard to regional and 
state markebng sociebes, and commodity- wise sociebes) ? 

2 How many markebng sociebes are not undertaking markebng of agricultural 
produce but only dealing in consumers’ goods' 1 What are the reasons therefor' 1 

3 How many sociebes are undertaking outright purchases of agricultural 
produce from members? Give following details for 1965-6 


Purchased Outright 


Commodity 

Quantity 

Value 

(Rs Lakhs) 

1 

2 

3 
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4 Arc there any marketing societies in your state which are granting production 
loans to agriculturists ? If so, give the particulars as m the following proforma for 
1965-6 


Year 

jXo of Marketing Societies Advancing 
Loans for Production 

Total Amounts Advanced as Production 
Credit ( Rs Lakhs ) 

1 

2 

3 


5 What are the targets fixed for each year of the Fourth Plan for co-operative 
marketing ? 



Wo of 

Sale of Agricultural 

Sale of Consumers' 

Tear 

Societies 

Produce 

Coods 



As Agents 

As Owners 

As Agents 

As Owners 

1 

2 

3 

4 

5 

6 


1966- 7 

1967- 8 

1968- 9 

1969- 70 

1970- 71 


6 Does the state have any programme for promoting consumers’ co-operatives? 
If so gne the details such as the number of stores to be opened in the Fourth Five 
Year Plan and the expected turnover as at the end of the Plan 

7 IVhat was the total of credit provided b> the co-operative banks to consumers’ 
co-operatn cs during the years 1964-5 and 1965-6 7 

8 What is the estimate of credit requirements for the consumers’ co-operatives 
during each >car of the Fourth Five Year Plan? To what extent do you expect 
these requirements to be met by the State Bank of India and other commercial banks? 

9 What are the arrangements for distribution of different types of fertilizers in 
the state 7 

10 WTiat are the present sources of credit available to (a) the wholesaler, and 
(i) the retailer, for distnbuUon of fertilizers? 

1 1 What are the terms and conditions on which credit is at present made avail- 
able b) the various sources for the distribution of fertilizers? 
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ia Please indicate the quantum of credit given by the various sources (including 
government) for the distribution of fertilizers during the last three years 

13 What are the estimates for credit required for fertilizer distribution for each 
year of the Fourth Five Year Plan? 

14 What are the estimates for the Fourth Five Year Plan m respect of credit 
for the supply of agricultural requisites other than fertilizers such as insecticides, 
agricultural implements, etc 7 

15 What are the estimates of credit requirements for the Fourth Five Year 
Plan for animal husbandry and fisheries ? 

16 What are the estimates of co-operative credit requirements for the Fourth 
Five Year Plan for financing activities other than those specified earlier? (1 e , agri- 
cultural production and marketing, distribution of fertilizers and consumers’ co- 
operauves, and animal husbandry and fisheries) 

VI Resources 

1 What is the linkage of shareholdings to borrowings between members and 
societies, between societies and central banks and central banks and the apex bank? 

2 The Action Programme has suggested that at the primary level the proportion 
oflmking of shareholdings to borrowings should be 20 per cent Has this percentage 
been accepted in the state 7 If so, has the policy been implemented ? 

3 What is the policy of the state government regarding the withdrawal of the 
government share capital eventually? Have any such withdrawals taken place so 
far? 

4. Have the state and central co-operative banks in the state constituted agri- 
cultural credit stabilization funds? Indicate the number of central banks which 
have done so and the amount to the credit of such funds as shown below 
(1) Apex bank 

(a) Amount to the credit as on 30 June 1966 (Rs Lakhs) 

(A) Of which government contribution (Rs Lakhs) 

(u) Central banks 

(a) Number of banks which have contributed to the funds 
(A) Amount to the credit as on 30 June 1966 (Rs Lakhs) 

(e) Of which government contribution (Rs Lakhs) 

5 How many central banks have decided to contribute 20 per cent of their 
net profits to their agricultural credit stabilization funds? Has the state co-operative 
bank taken a similar decision ? 

6 Have all central banks in the state constituted special bad debt reserves? 
What was the amount outstanding m these funds as on 30 June 1966? 

7 What percentage do deposits form of the wor kin g capital of 
(a) primary societies 

(A) central banks 
(c) apex bank 

8 Please indicate special steps, if any, taken to increase the deposits of central 
banks and apex bank 

9 What is the present number of branches of central banks 7 Have they drawn 
up programmes of branch expansion? Please indicate the targets under these pro- 
grammes 
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i o Has the state got eminent made apex and central eo-operativ e banks eligible 
for the investment of surplus funds of municipalities, panchayats, educational institu- 
tions, trusts, etc. 7 What steps have been taken to promote such investment? 

1 1 Please indicate the accommodation provided by the State Bank of India 
and its subsidiaries to co-operative institutions during 1965-6 m the following table 


Rs Lakhs 


Institution/ Purpose 

Limits Sanctioned 

D rascals 

Outstandings 

( 1965-6) 

( 1965-6) 

(30-G-1966) 

1 

2 

3 

4 


1 State co-operatn e banks 

(I) Marketing of crops 

(a) Procurement operations 
(i) Others 

(II) Fertilizer distribution 

(III) Other purposes 

2 Central co-operative h anks 

(I) Marketing of crops 

(a) Procurement operations 

(b) Others 

(II) Fertilizer distribution 
(m) Other purposes 

3 Marketing societies 

(I) Procurement operations 

(II) Fertilizer distribution 

(III) Other purposes 

4 Processing societies 

5 Consumers’ societies 


VII Training and Supervision 

I Please describe the existing arrangements in the state for the training of co- 
operates e personnel at the senior, intermediate and junior levels 

a What are the arrangements for financing the various training programmes? 

3 What is likel) to be the number of co-operative personnel at the senior, 
intermediate and junior levels requiring training at the end of the Fourth Five Year 
Plan? 

4 Do >ou consider that the capacity of the existing institutions would be 
adequate to tram the increased number of personnel requiring training at the end 
of the Fourth Five Year Plan? If not, do v ou have any plans for augmenting the 
capacit) to meet the additional needs? 

5 Please indicate the existing arrangements for the training of non-officials and 
members Do >ou consider these arrangements adequate? 

6 }Vhat are the arrangements for supervision of pnrnar) societies 7 Is the super- 
vision machiner) controlled b> the Registrar or by the central banks or any other 
agenej ? (Please specif) ) 

7 ricasc indicate the average number of societies under the charge of a super- 
visor (Give the broad range, if the number difTers from district to district ) 

8 What is the nature of co-ordination between the Co-operation Department 
and the other departments connected with agriculture 7 Are there any committees 
formed of representatives of the concerned departments to tackle problems of com- 
mon interest 7 If so, give details regarding their composition, work, etc 
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Views and Opinions 


1 Production Credit 

A Agcncus 

(l) Does the state government consider that the co-operative credit structure in 
the state is strong enough to meet the additional requirements of credit for agri- 
cultural production envisaged for the Fourth Plan? If not, what measures are pro- 
posed to strengthen it 5 (Please answer this question separately for (a) short-term 
production credit and ( b ) medium-term loans for agricultural purposes ) 

(it) What is the role envisaged in the Fourth Plan for iaccam for meeting the 
credit requirements of agriculture other than distress finance"’ Is it considered 
necessary to continue the grant of iaccam loans for agricultural purposes direct to 
cultivators 5 If so, under what circumstances is it considered that such loans should 
be given and in which areas 5 Has the state government routed any iaccam through 
co-operative banks ? If so, what are the problems faced 5 If not, does the state govern- 
ment propose to do so m future 1 * 

(m) Does the state government consider that the State Bank of India can play 
a more efiectii e role in providing agricultural finance ? If so, \v hat, m their opinion, 
are the agricultural activities (1 e., production, marketing, processing) that they 
should finance 11 What are the problems faced m obtaining such assistance from the 
State Bank? 

(id) Would commercial banks be in a position to provide agricultural credit 11 
If so, what are the activities they are best suited to finance 11 Can any measures, 
legislative or other, be suggested, which, by improving their position in the matter 
of security for their loans, facilities for recovery of their dues, etc., may induce these 
banks to enter the field of agncul tural credit on a more significant scale than hitherto ? 

(0) IVhat are the state government’s views regarding the provision of agncultural 
production credit by the Food Corporation of India 5 

(m) What is the state government’s polity' regarding the establishment of agn- 
cultural credit corporations 5 Is it considered that such a corporation should be set 
up m your state? (Please give reasons ) 

(tit) What are the state government’s views on the proposal for the establishment 
of a national agncultural credit institution 1 ’ 


B Lending Politics 

(1) What are the state government’s views on the introduction of the crop loan 
system for production credit as proposed by the Reserve Bank? Are there any major 
difficulties m the practical operation of the system in your state? Are any modifi- 
cations proposed in the system to suit the conditions ob tainin g in your state 5 

(«) One of the complaints often heard against co-operative credit is that there are 
inordinate delays in obtaining such credit What measures would state government 
propose for reducing avoidable delays? Would the introduction of credit cards or 
pass books help in reducing such delay's? Are any practical difficulties anticipated 
in introducing such cards or pass books? Has any scheme for this purpose been 
proposed or tned in your state? 
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(111) Past experience has shown that one of the difficulties ra implementing 
intensive agricultural programmes such as Intensive Agricultural District Programme 
and High-yielding Varieties Programme relates to the lack of co-ordination between 
the concerned departments of the state government such as Co-operation, Agri- 
culture, Panchayati Raj, etc 'What measures are suggested for greater co-ordination 
from this point of new 5 

C Resources 

(I) It is often said that co-operative banks are not making sufficient efforts for 
mobilizing deposits Does the state government have any suggestions for augmenting 
the deposits of these banks? What are the state government’s views, in this context, 
in regard to the extension of deposit insurance to co-operative banks’ 

(II) Is the co-operative credit structure taking full ad\ antage of the refinancing 
facilities offered by the Reserve Bank ? If not, what are the factors vv hich account for 
their inability to do so’ Are any modifications suggested in regard to the terms and 
conditions of the facilities being provided b> the Resen e Bank’ This question mav 
be separately answered with reference to 

(1) accommodation for seasonal agricultural operations and marketing of crops, 

(II) medium-term loans for agricultural purposes, and 

(III) loans to state government for share capital contribution to co-operative 
institutions 

2 Credit for Purposes other than Agricultural Production 

(I) What are >our news in regard to the decision of the Government of India 
to restrict the credit facilities offered by them for the distribution of fertilizers from 
the Pool and the scheme recently introduced by the Reserve Bank to provide re- 
financing facilities to co-operative banks for financing the distribution of nitrogenous 
fertilizers’ Please indicate if the scheme would need modification in any respects 

(II ) What are the reasons for the co-operative banks not fully a\ aihng of the credit 
facilities afforded b> the State Bank for financing the marketing and distribution 
activities’ What measures are suggested for the fuller utilization of these facilities’ 


3 Long-term Credit for Investment in Agriculture 

(I) Does the state government consider the long-term credit institutions in your 
state strong and efficient enough to be able to provide the long-term credit of the 
magnitude contemplated in the Fourth Plan’ If not, what measures are proposed 
for strengthening these institutions’ 

(II) Indicate the factors which, in the state government’s opmion, have stood in 
the wa> of the larger utilization of the facilities available from the Agricultural 
Refinance Corporation Does the state gov eminent hav e any suggestions for enabling 
a larger utilization of these facilities’ 


Questionnaire II 1 

1 The intensive agricultural programmes formulated under the Fourth Tivc 
ear Plan arc expected to result in a steep increase in the volume of demand for 
agricultural production credit Do >ou consider that the co operative credit system 

1 Icwed to state co-operative banks 
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m fhe state is strong enough, financially and organizationally, to meet a substantial 
portion of these additional credit requirements during the Fourth Plan? If not, 
do you have any measures to suggest for the effective reorganization of the system 
so as to enable it to play an effective role in this sphere? 

2 In the light of the experience of the working of the scheme of share capital 
contribution by state government to co-operative credit institutions, are any modi- 
fications considered necessary in any of its aspects? Do you consider it necessary 
to continue government share capital contributions in future? If so, do you have 
any suggestions regarding the quantum of such contributions? What is your opinion 
on the question of the retirement of government share capital at the primary level? 

3 Please indicate the steps taken by co-operative credit institutions in the state 
for building up own funds Do you have any suggestions for accelerating the growth 
of owned funds ? 

4. What measures would you suggest for enabling co-operative banks and societies 
to raise larger deposits than in the past in the face of keen competition from com- 
mercial banks? 

5 Are co-operative banks in the state able to utilize fully the refinancing facilities 
available from the Reserve Bank? If not, why? What measures are suggested for 
enabling the co-operative credit structure to take full advantage of the credit available 
from the Reserve Bank? Do you have to suggest any modifications in regard to the 
terms and conditions or procedure relating to the refinancing facilities provided 
by the Reserve Bank? (This question may be answered separately with reference 
to (a) short-term loans for seasonal agricultural operations and ( b ) medium-term 
loans for agricultural purposes ) 

6 What are the difficulties, if any, m securing adequate resources for financing 
activities other than agricultural production such as distribution of fertilizers and 
other agricultural requisites, marketing, procurement of foodgrains, etc ? 

7 Have the production-onentcd credit policies, as represented by the crop loan 
system, been adopted in the state ? If not, when are these proposed to be introduced ? 
Indicate any difficulties experienced or anticipated in adopting the following features 
of the crop loan system as formulated by the Reserve Bank of India 

(a) fixation of scales of finance for each individual crop grown in the area , 

(b) adoption of the three component formula , 

(c) disbursement of the kind component only in kind , 

(' <i) adoption of the principle of seasonality in respect of lending and recovery , 
and 

(t) linking of credit with marketing 

8 Do you consider that a switch-over to the crop loan system will result in a 
substantial increase in the coverage and volume of co-operative aencultura] 
credit' 1 

9 A common complaint against co-operative agricultural credit is that it does 
not reach the cultivator m time because of its cumbrous and lengthy procedures 
which result in delay What measures would you suggest to rectify this defect 7 
Would you favour the introduction of a system of credit cards or pass books for 
cultivators? 

to What measures would you suggest for the successful implementation of the 
scheme for the linking of credit with marketing? 

1 1 What are your view3 regarding the principles laid down by the Reserve 
Bank of India to govern the financing of advances to marketing societies? What 
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steps are proposed for ensuring that these principles are adopted without unduly 
hampering the growth of co-opera tiv e marketing in the state' 1 Do you have any 
suggestions for expansion of co-operative marketing ? 

12 Do you consider it feasible for central co-operati\ e banks to undertake 
direct financing of individuals m the area of operations of such societies as hat e 
become dormant or ineligible for fresh finance on account of heavy overducs ? Are 
there any other agencies such as goiemment or commercial banks which, m your 
opinion, could provide finance m such areas or m areas not likely to be covered 
by the co-operati\ cs in the immediate future? 

13 What, in your opinion, are the principal factors accounting for ov erdues 
w hich mainly account for the stagnation or retrogression in co-operative agricultural 
credit in many areas'* What measures would you suggest for improving the position 
in this regard ? 

14 What are your view’s m regard to the proposal that, in the case of central 
banks with heavy ov erdues, the state government should place some sums of money 
— dem ed from taccavt allotment, if possible — as deposits on fixed terms for 4 or 5 
\ears with the bank concerned so that such funds may help absorb ov erdues? 

1 5 What are the main problems faced by y our bank and the affiliated central 
co-operative banks m the matter of adequate and competent staff, in respect of 
(a) the key personnel at the head office and (b) the field staff for supervision ? Is 
supervision the responsibility of the co-operative financing agencies'* If not, are 
there any proposals for transferring this responsibility to them ? Would it be desirable, 
in vour view, to have a common cadre of managers of central co-operative banks 
appointed and managed by the state co-operative bank? AVliat difficulties do you 
foresee in implementing such a proposal? 

16 What is the existing machinery m the state for co-ordinating the activities 
of the co-operative credit agencies with the departments of the state government 
concerned with agriculture and co-operation? Is the co-ordination satisfactory ? 
Do vou have any suggestions to make in this regard? 

17 Do you have any other comments or suggestions to make in this connexion ? 

Questionnaire IIP 

1 The various intensive agricultural programmes during the Fourth Five Year 
Plan arc expected to generate a steep increase in the demand for agricultural pro- 
duction credit In this context, what place would you assign to the co-operaUve 
system with reference to factors such as volume of finance, number and class of 
borrowers to be covered, etc ? 

2 In the particular area to which your answer relates, do you consider that the 
co-operative credit structure is strong enough to supply a major portion of the 
credit requirements in respect of agricultural credit during the Fourth Five Year 
Plan ? If not, do you have any measures to suggest for the effective reorganization 
of the co-operative credit system in the area so as to make it financially viable and 
organizationally efficient? 

3 Are there any features connected with law, regulations and policy governing 
the system of co-operativ c agricultural credit which, in your opinion, are hampering 
its growth? IVhat remedies would you suggest to remove these impediments? 

4 Do you have any suggestions to make for changes m the lending policies and 
procedures of the co-operative credit institutions with a view to ensuring that the 

1 Issued to selected individuals 
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credit provided by them to the cultivators is production-oriented, adequate and 
timely? 

5 What, m your opinion, should be the future role of (a) State Bank of India 
and its subsidiaries and (b) other commercial banks in the sphere of agricultural 
credit? If you feel that these institutions should play a more positive role than at 
present, what legislative, administrative or other steps do you consider necessary 
to induce them to enter this field on a more substantial scale than hitherto? 

6 Do you consider it possible and desirable for the Food Corporation of India 
to provide production credit, especially in those areas in which it carries out ex- 
tensive purchases of agricultural produce either on its own account or as the agent 
of the state government? What, in your opinion, are the appropriate measures to 
ensure that the Corporation’s purchase activities are properly co-ordinated with 
the supply of production credit by the co-operatives or any other credit agency? 

7 What are your views on the establishment of the national or state agricultural 
credit corporations or as a supplementary source of agricultural production credit 
m addition to the co-operative system' 1 

8 What are your views on the continuance of taccam loans for productive credit 
in the area to which your answer relates? Do you agree with the policy of routing 
all taccavi loans except distress taccam only through the co-operative agency ? 

g How far, m your opinion, can the private distributor of agricultural inputs 
such as fertilizer be employed as an agency for providing production credit to the 
cultivator in the form of credit sales of such inputs ? 

i o Do you have any other comments or suggestions to make m this connexion 7 
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Respondents to the Questions. \ire for Individuals 

1 Shn M. S Haq, I A.S , Director, Planning, Research and Action Institute, 

Lucknow 

2 Shn R. T Popawala, Chairman, the Southern Gujarat Industnal Co-operatn e 

Bank Ltd , Surat 

3 Shn Uday bh ansinhj i, ChauTnan, Gujarat State Co-operatne Land Deielop- 

ment Bank Ltd , Ahmedabad 

4 Shn S C Roy, President, Onssa State Co-operatne Union, Cuttack 

3 Shn Ram Nath Mangi, General Secretary, Jammu and Kashmir Co-operatne 
Union Ltd , Jammu 

6 Captain H S Lather, General Secretary, Delhi State Co-operatne Union 

Ltd , Delhi 

7 Shn T K Patel, Chairman, Gujarat State Co-operatne Marketing Societs 

Ltd , Ahmedabad 

8 Shn N K Das, Secretary, Onssa State Co-operatne Marketing Societs 

Ltd , Bhubaneswar 

g Shn E Nageswara Rao, Honorary Joint Secretary , Madhya Pradesh State 
Co-operatne Union Ltd , Jabalpur 

10 Shn Ram Dhan Sharma, Ex-ML C , Sonepat 

1 1 Prof G Parthasarathy , Head of the Department of Co-operation and Applied 

Economics, Andhra University , Waltair 

1- ’ Shn D N Elhance, Director, Faculty of Commerce, Unnersity or Jodhpur, 

Jodhpur 

13 Shn Mathura Prasad Singh, Chairman, Bihar State Co-operative Bank Ltd , 

Patna 

14 Prof V S Vvas, Honorary Director, Agro-Economic Research Centre for the 

States of Gujarat and Rajasthan, Vallabh Vidyanagar 

1 j Prof M. L Dantwala, Head of the Department of Economics, Unnersity 
of Bombay, Bombay 

16 Dr S S Johl, Professor of Economics and Sociology, Punjab Agncultural 

Unnersity, Ludhiana 

17 Dr B ISatarajan, Deputy Director-General, National Council of Applied 

Economic Research, New Delhi 

18 ShnJ C Ryan, Bangalore 

19 Shn T V Pat, Managing Director, Syndicate Bank Ltd , Manipal 

20 Shn G R. Patil, Chairman, Sangli Distnct Central Co-operative Bank Ltd , 

Sangh 

21 Shn K T Ghiya, MLA, Chairman, Gujarat State Co-operatne Union, 

Ahmedabad 

2- Shn Bhailalbhai J Patel, Honoran General Secretary, Indian Council of 

Agncultural Des elopment. New Delhi 
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23 Shn Maganbhai R Patel, Chairman, Gujarat State Co-operative Bank Ltd , 

Ahmed abad 

24 Shn N S Kulkami, Managing Director, Maharashtra State Co-operative 

Marketmg Federation Ltd , Bombay 

25 Shn K P Pande, Chairman, Madhya Pradesh State Co-operative Bank Ltd , 

Jabalpur 

26 Shn J Lakslimayya Naidu, President, Co-operative Central Bank Ltd , Eluru 

27 Shn P Kesava Rao, President, Kumool Distnct Co-operative Central Bank 

Ltd , Kumool 

28 Shn B V K Mcnon, President, Kerala State Co-operative Bank Ltd , 

Tnvandrum 

29 Shn K R. Elenkath, Vice-President, Kerala State Co-operative Bank Ltd , 

Tnvandmm 

30 Shn S W Muranjan, Gokhale Institute of Politics and Economics, Poona 

31 Shn A R Rajapurohit, Gokhale Institute of Politics and Economics, Poona 




INDEX 


note The abbreviation ff indicates that the subject 
concerned has been dealt with m some detail in. the page 
referred to and also m the pages immediately following 


Action Programme for co-operative 
credit, see co-operative agricultural 
credit 

Agncards, 338, 499 
agricultural credit, requirements for 
long-term investment, 95, 
medium-term investment, 96 , 
production, 87 

Agricultural Credit Board, see 
Reserve Bank of India 
Agricultural Credit Corporations, 
functions and scope, 428-9, 645-6, 
649, funds, 647-8, 655, 818, 
jurisdiction, 65 iff , loan policies 
and procedures, 656, 660, 

management, 648, 948, opera- 
tional problems, GsofF , personnel 
requirements, 658, 948-9 , statute, 
see State Agricultural Credit 
Corporations Act of rg68, view 
of state governments and co- 
operators, 42gff , withdrawal, 
660 

agricultural credit societies, borrow- 
ing membership, 140, 148-9, 

coverage of households, 140, 145- 
7, coverage of villages, 140, 142-5, 
168-9, denial of membership, 
I 74> 574) deposits, 156, 665, 668, 
672, 689, estimated lendings m 
I 973~4i 68g, government contri- 
bution to share capital, 180, 464, 
669, lending rates, 683-4, 691 , 
loan operations, 140, 148, 150, 15 1, 
832, 847-8, loan procedures, 
49off, 495ff; management, 177, 
r 9 r > 440-41, 464-5. 5°7. 5a 8 . 
577. 935> 956-7; membership, 
140, outright grants, 172-3, 
563-5. overdues, 141, 151-2, 


I76ff, 501-2, 523-5, reorganiza- 
tion, 31, 160-61, 202, 446ff, 
640, resources, 665, 688, share- 
linking, 181, 667-9, standards of 
viability, 445-6, 450ff, 456, 

structure, 29-31, 443ff , see large- 
sized societies, rural banks 
Agricultural Finance Corporation, 
340-42, 600-0 r, 625, 818, 969 
Agricultural Finance Sub-Com- 
mittee (1945), 326, 375, 485 
Agricultural Prices Commission, 198, 
637 

Agricultural Refinance Corporation, 
amendments to the statute, 813, 
818, constitution, 801-2, co-ordi- 
nation with die Agricultural 
Credit Department of the Reserve 
Bank, 776, Sir, 815, 816-17, esti- 
mated disbursements, 812, func- 
tions, 802-3, 807-8, 823, 850, 
872-3, funds, 802, 812-14, pro- 
gress, 803 ff , regional offices, 
815 

agriculture m India, 53!!, 64, 336, 
409, consumption of fertilizers, 
etc , 60 , coverage under improved 
seeds, 59, Fourth Plan targets, 
65-7, 84, minor irrigation, 61, 
new strategy, 57, 336 
agro-indus tries corporations, 367-8, 
395ff,8i8 

All-India Central Land Develop- 
ment Banks Co-operative Union, 
516, 702, 704, 798-9 
All-India Rural Credit Survey, data 
on borrowings, isflT, 43-5, looff, 
capital expenditure, 8g, commer- 
cial bank credit to agriculture, 
327, interest rates, 19-20 


1065 



io66 


INDEX 


follow-up, 89, gg, 443-4, 5° 7 

recommendations regarding 

common cadres, 191, 940, com- 
mon directors, 793, integrated 
scheme of rural credit, 26, market- 
ing, processing, storage and w’are- 
housing, 34, 198, 931, relief and 
guarantee funds, 34, 509, 517, 
519, Reserve Bank of India, 2g, 
693, 6g4, rural debentures, 757, 
762, security for loans, 485, 
stabilization funds, 33, 509, 51 1, 
Standing Advisory Committee on 
Agricultural Credit, 29, 694, State 
Bank of India, 27, 36-7, 344-5, 
state partnership, 28, 66g, 670, 
765, 767, structure at the pri- 
mary level, 29-30, 442, laccam, 
3&> 375, framing of personnel, 27, 
933 

All-India Rural Debt and Invest- 
ment Survey , data on borrowings, 
47ff, iooff, 10481, 124(1,380-81, 
capital expenditure, 8g-go, 547, 
commercial bank credit to agri- 
culture, 328, interest rates, 118- 
19, security for loans, 116-17, 
small farmer households, 545-7 
All-India State Co-operative Banks’ 
Federation, 702, 704, 705, 840 
Andhra Pradesh, review of co- 
operauve agricultural credit in, 
203fT 

Approach to the Fourth Plan, 537 
Assam, renew of co-operative agri- 
cultural credit m, 2ogff 

Bankers Training College, 696, 955, 
968, 970 

Banking Regulation Act of 1949, 
438, 460, 680, 698-9, 741 
Bihar, renew of co-opera tnc agri- 
cultural credit in, 2i6ff 
Bill Market Scheme, see Reserve 
Bank of India 

blocl agenev , role of, 642-3 
bool adjustments, 177, 528-9, 530, 
I'M 


cadres of staff, 191, 441, 617, 641, 
678, 748, 797, 94off 
Census of 1961, data on cultivator 
households, 539, 542 
central co-operative banks, depen- 
dence on borrowings, 185-6, 
665-6, 725-7, deposits, 141, 

154-6, 665, 672, 689, 727-8, 
deposits of local bodies, 184, 192, 
671, 679, financing of defaulting 
societies, 179, 530-33, govern- 
ment share capital, 180, 439, 669, 
loan procedures, 491, 493, 4956! , 
management, 191, 440-41, 525, 
528, 577, 934, norms of viability, 
159-60, opening of branches, 
183, 675-7, 879, outright grants, 
563-5, overdraft facilities to indi- 
viduals, 674-5, overdues, 501-2, 
programme of rationalization, 
141, 159, 200, 442, rehabilitation 
programme, 439-40, 5 2 4» re- 
sources, 665, 688, staff problems, 

439, 527, 677-8, 934 
Central Fertilizer Pool, 598, 879-80, 
883 

central land development banks, 
branches, 744-5, emphasis on 
developmental lending, 769(1 , 
estimated debenture and loan 
programmes, 752-3, financing of 
small farmers, 780-81 , govern- 
ment share capital, 180, 66g, 
767-8, interim accommodation, 
355, 7 6 3-4, lending policies and 
procedures, 772-4, 776-7, 782-3, 
loans advanced, 142, 770, over- 
dues, 788, rural debentures, 
757IT , special development de- 
bentures, 760, 813, staff problems, 
795-6, support to ordinary de- 
bentures, 355-6, 74gff , 753-4, 
756-7, see land development banks 
Central Warehousing Corporation, 
35, 36, 365, 926, 929 
charge on land, 166-7, 486-8 
commercial banks, advances to agri- 
culture, 328, 340, avenues of 



INDEX 


1067 


financing in agricultural sphere, 
591 ff, 864, 871, 887, 889, branch 
expansion, 325, 681-2, contri- 
bution to debentures of central 
land development banks, 595, 750, 
751, 753, credit-deposit ratio at 
rural branches, 332-3, 358-9, 610 , 
decentralization, 618, extension of 
rural banking, 329-30, 681, 

financing of co-operatives, 596-7, 
599, mobilization of rural deposits, 
331-2, 680-81, 682, nationalisa- 
tion of major banks, 12, restric- 
tive laws, 620-21, security for 
agricultural loans, 603-4, 619-20, 
social control, 337-8, staff needs, 
614-16, 617, 946, structure, 324, 
techniques of lending, 60 iff, 831 

Committee for Co-operative Train- 

ing. 953 ff 

Commit tee on Co-operative Adminis- 
tration (1963), 527, 938ff, 944 

Committee on Co-operative Credit 
(1960), recommendations regard- 
ing additional credit limits to 
central co-operative banks, 694, 
712, 834, definition of owned 
funds, 694, deposits of local bo- 
dies, 183-4, x 9 2 > expansion of co- 
operate e credit, 32, 800, linking 
of shareholding with borrow - 
ings, 18 1, 667, managerial sub- 
sidy, 464-5 non-o\ erdue cover, 
717, outright grants, 172-3,563-4. 
577, secunti. for loans, 166, 485, 
844, structure at the primary 
le' cl, 30-31, 445 t ocean, 38, 
376, 634 

Committee on Co-operative Market- 
ing (rg66), sci Dantwala Com- 
mittee on Co-operative Marketing 

Committee on Fertilisers (1965), 
sec Sivaraman Committee on 
Fertilisers 

Committee 011 Takavi Loans and 
Co-operative Credit (1962), re- 
commendations of, 38, 376-7, 634, 
6/4, 746, 782 


Commumdade, 308 

co-operative agricultural credit, 
achievements, 200, Action Pro- 
gramme, 32, 179, 181, 466, 530, 
533, 667-8, 918, demand for a 
unified structure, 795, disburse- 
ment m kind, 162-3, 475 ff , 4 82 > 
distribution among asset groups, 
I26ff , estimated level m 1973-4, 
689, inadequacies, 201-2, legal 
provisions for recovery, 526, 528, 
641, long-term, 142, 152-3, 743, 
752, medium-term, 832, 847-8, 
per head of rural population, 
154, progress, I38ff, 200, 410, 
restrictive features, 165-7, 174, 
425, 485-6, 563, scales of finance, 
162, 467ff, 472ff, 574, season- 
ality m lending and recovery, 
164-5, 482-4. 734'5 . security, 

sec security for loans, state-wise 
position, see state-wise review of 
co-operative agricultural credit, 
uneven record, 4i6ff , see long- 
term agricultural credit 
co-operative leadership, 175, 186-7, 
I9 2 . 425. 5 2 6. 678, 939 
co-ordination, 199, 202, 481-2, 600, 
624ff, 642, 659, 79off, 811, 814- 
15. 850-51 
credit cards, 4971? 
credit needs, see agricultural credit 
credit unions, organization of, 
443 

crop insurance, 623-4 
Crop Loan E-valuation Committee, 
472 

Crop Loan Extension Scheme, 
570-72 

Crop Loan Manual, 167, 466-7, 

47°. 473. 487. 49°. 696, 842 
918 

crop loan svstem, 31-3 i6iff, 
I 74~5. 425. 466-7, 696 
Custom Sendee, 597 

dair> co-operatn es, 860, 861 
Dantwala, Prof M L , 81 



io68 


INDEX 


Dantwala Committee on Co-opera- 
tive Marketing, 353-4, 880, 896, 

897, 9 0I > 9°4. 9°7-8» 9 2 4 
Defiu, renew of co-o perative agri- 
cultural credit in, 303ff 
deposit insurance, extension of, to 
co-operative banks, 680, 6g8 
Deposit Insurance Corporation, 680 
deposits, estimated let el in 1973-4 in 
co-operati\e credit institutions, 
689, mobilization b) commercial 
banks, 331-2, 680-81, 682, mobi- 
lization b> co-operatives, 154-6, 
182-4, 641, 665, 668, 672, 673-5, 
678-9, restrictions, 184, 671, 

679 

Fertiliser Credit Committee (ig68), 
83, 4°3. 53i, 532-3, 612, 721, 876, 
878-g, 886, 888, 88g 
Fertilizer Credit Guarantee Corpo- 
ration, 61 1, 877-8, 886, 890, 

891-2 

fertilizers, consumption, 60,66,877, 
credit for distribution, 598, 882ff , 
886ff, 889-91 , distribution by co- 
operatives, 481, 879-80, studies 
on the use of, 7off , see Central 
Ferulizer Pool 
fishery co-operatn es, 862-4 
Food Corporation of India, 366, 
393-5. 637. 896 

Foodgrains Policy Committee (ig66), 
896, 897, 923 
Ford Foundation, 969 
Fourth Five Year Plan, targets m 
respect of agriculture, 65-7 

Gadgil, Dr D R , 567, 570, 571 
Goa, Daman &. Diu, review of co- 
opcrauve agncultural credit in, 
307ff 

godovvns, co-operaUvc, 35-6, 929-30 
gold loans, 488, 604 
government control, 177, 186, 192, 
214, 222, 296 

government, financial support from, 
43Q. 440. 446, 484-5. 641, 679 


government share capital in co- 
operatives, extent of, 669, retire- 
ment of, 670 

government, steps to be taken by, 
191, 6igfT , 624, 637ff, 641-3, 
679. 786-7 
grain-golas, 260-61 
group viability, 248, 454 
Gujarat, review of co-operative agri- 
cultural credit in, 222ff 

Haryana, review of co-operative 
agricultural credit in, 272ff 
High -p elding Varieties Programme 
{H V P ), estimated coverage dur- 
ing the Fourth Plan, 66, 877, 
field studies, 7, 72, 74, 136-7, 
389, 470, 478, progress, 58 
Himachal Pradesh, review of co- 
operative agncultural credit in, 
310IT 

Indian Central Banking Enquirv 
Committee (1931), 326 
individual maximum borrowing 
power, 165-6, 425 

Informal Conference on Rural 
Finance (1951). 7 1 1 
Informal Group on Institutional 
Arrangements for Agncultural 
Credit (1964), 196, 328, 347, 947, 
recommendations of, 214, 378, 
427-8, 630, 636, 644-6, 647, 793 
Integrated Area Development 
Scheme, 566IT, 569-70 
integrated scheme of rural credit, 
26, 38, 916, 930, 933 
Integration and Dev elopment Fund, 
see State Bank of India 
Intensive Agncultural Areas Pro- 
gramme (I A A P ), 57 
Intensive Agncultural Distnct Pro- 
gramme (I A D P ), field studies, 
6, 70, 74. J 33 ff . 169-70, 388, 401, 
469, 477, mam objective, 56, 
Second Evaluation Report, 56, 
388, Third Evaluation Report, 
58-7 



INDEX 


I 06 g 


international agencies, assistance 
from, 366, 757, 814, 824 

Jammu & Kashmir, review of co- 
operative agricultural credit m, 
Qagff 

Kerala, review of co-operative agri- 
cultural credit in, 23561 

Ladcjmsky, Wolf, 197 
land development banks, loans 
advanced, 153, 743, manage- 
ment, 795, 797, overdues, 788, 
share-linking, 764-5, stabilization 
arrangements, 516-17, 789, staff 
problems, 795ff , state participa- 
tion, 765-6, structure, 743ff , su- 
pervision, 787-8, 796, see central 
land development banks 
landholdings, need for up-to-date 
record of, 470-71, 619, 638-9, 
pattern of, 62-4 

land tenure and tenancy, 107, 219, 
308, 489, 638 

large-sized societies, 30, 443-4 
Life Insurance Corporation of India, 
74 gff . 754. 756 

linking of credit with marketing, 
177-8, 226, 534, 641, 657-8, 916, 
field studies, 920-22 , measures for, 
gW- 18 . 9 2 3-4. progress, 918-20 
long-term agricultural credit, esti- 
mated requirements, g2ff , field 
studies, 7-8, 38iff, 771, 778, 
783-5, 786, 788, 791, mfructuous 
investment, 789 , see land develop- 
ment banks 

Madhya Pradesh, review of co- 
operative agricultural credit m, 
24lff 

Maharashtra, review of co-operative 
agricultural credit in, 247^ 
management of co-operative insti- 
tutions, 189, 425, 507-8, 525, 577, 
934-6, 959, see also specific insti- 
tutions 


Manipur, review of co-operative 
agricultural credit in, 3i4ff 
marketing societies, 198-9, 893-6, 
financing by the State Bank of 
India, 903-6, funds, 8968“ , 
management, 888, 894, 911-12, 
norms for financing, 906-9, pledge 
loans, 898ff , provision of produc- 
tion credit, gi2ff , see linking of 
credit with marketing 
Mathur, Prof M V, 173, 464, 564 
Mehta, Vaikunth L , 32 
member-education programme, 
966-7 

membership, co-operative, see agri- 
cultural credit societies 
minimum involvement, condition of, 
714, 728, 729, 732-4 
Mirdha Committee on Co-operation, 
704 , 705 

Mirdha, Ram Nivas, 704 
Mysore, review of co-operative agri- 
cultural credit in, 2538" 

National Agricultural Credit (Long- 
term Operations) Fund, 27-8, 
669, 693-4, 738ff, 765-6, 813, 
816, 833, 840, 849 

National Agricultural Credit (Rebef 
and Guarantee) Fund, 34, 509, 
50 

National Agricultural Credit (Stabi- 
lisation) Fund, 27, 33,178,509, 512 
National Co-operative Development 
and Warehousing Board, 26, 27, 
34. 35. S93. 926, 931, 932 
National Co-operative Development 
Corporation, 35, 36, 173, 363, 
564, 598, 696, 909-10, 912, 931-2, 
94i 

National Co-operative Union of 
India, 920, 953, 964 
National Credit Council, 337, 340, 
6x0, 627, 685, 709, see Study 
Group on Deposit Mobilisation 
National Development Council, 
resolution on co-operative pobey, 
30, 376, 443, 444 



1 0/0 


INDEX 


National Institute of Bank Manage- 
ment, 615, 968 

National Let el Consultant c Com- 
mittee for Co-ordination, 600, 
627-8 

National Sample Surtev, data on 
cultivator households, 539, 542, 
545 

net liquidity ratio, 613 
non-oterdue coter, condition of, 
7 r 4i 7 ' 7 ~ l8 > 7 20 > 721-3 

one-man offices, 350-5 1,617 
Orissa, review of co-operativ e agri- 
cultural credit in, 26off 
otcrducs of co-operatites, 15 1-2, 
i76ff, 50iff, 508, 522ff, 533ff, 
788-9 

otvned funds of co-operatives, 180, 
665-6, 688, 694, 909 

Package Programme, see Intensive 
Agricultural District Programme 
Page, V S , 566 
Patel, B P , 376 

plant protection measures, 60, 67, 
877, 880-81 

politics, incursion of, into co- 
operadve acdtity, 177, 187, 193-5, 
253. 296, 41 1, 508, 530, 534 
641 

Pondicherr), review of co-operadt c 
agricultural credit in, 3 1 7fF 
poultry co-operadves, 860-61, 862 
pntate credit agencies, role of, 
toofT, 1 1 1-13, 1 14, 40ofT 
Programme Etaluadon Organisa- 
tion, 70, 225, 504 
Punjab, review of co-operadvc agri- 
cultural credit in, 266ff 

Rajasthan, revictt of co-operadt e 
agricultural credit in, 277ff 
relief and guarantee funds, 34, 51 7ff , 
see National Agricultural Credit 
(RclicT and Guarantee) Fund 
remittance faabdes, 357 


Reserve Bank of India, advisory 
bodt of, for rural credit and co- 
operation, see Standing Advisory 
Committee on Agricultural Credit 

Agricultural Credit Board, 

constitution, 708-9, functions, 
710-1 1 

Agricultural Credit Depart- 
ment, offices, 29, 698, 701 , role in 
relation to the Agricultural Re- 
finance Corporation, 776, 815, 
826-17 

amendments to statute, see 

Rescrv e Bank of India Act 

Bill Market Scheme, 611-12 

branch licensing pohej, 61 1, 

681-2 

contribution to debentures of 

central land development banks, 
749 ff > 754. 813, see rural de- 
bentures 

credit for fertilizer distribution, 

697, 884-5, 886ff 

deputation of officers to other 

institutions, 439, 616, 658-9, 796, 
945. 948, 9 6 2 

loans to state governments, 

see National Agricultural Credit 
(Long-term Operations) Fund 

marketing finance, 900-3, 

906-9 

medium-term credit for agri- 
cultural purposes, 29, 697, 835, 
837, evolution of policj, 833-5, 
867, government guarantee, 
839-4 0 . guidelines, 841-3, 
security, 844-5, utilization, 835-6, 
837, see National Agricultural 
Credit (Stabilisation) Fund 

observers on the boards of 

state co-operative banks, 438, 742 

refinance for animal husbandry 

activities, 867, 86gfT 

role in the sphere of rural 

credit, 37, 6956*, 703, 707, 71 1 

short-term accommodation for 

agricultural purposes, 29, 697, 
mam features, 7i2ff, see minimum 



INDEX 


involvement, non-overdue cover, 
rate of interest, 713, 731-2, 

seasonal restrictions on drawals, 
737-8, separate limits for 
marketing, 737 , utilization, 7 1 9-20 
statutory control over co-opera- 
tive banks, 680, 698, 741-2, 955, 
see Banking Regulation Act of 
1949 

. training of personnel, 615, 

696, 95 1 . 955 . 959 ) 964. 969, 
970 

Reserve Bank of India Act, amend- 
ments made to, 27, 29, 693, 698, 
713, suggested amendments to, 
612, 709-10, 813, 840-41, 863, 
871, 886 

Rural Banking Enquiry Committee 

(1950)) 327 

rural banks, 458-60 
rural credit, institutional, overall 
position of, 12 1 

Rural Credit Survey, see All-India 
Rural Credit Survey 
rural debentures, 757!! , 7606“ 

Rural Debt and Investment Survey, 
see All-India Rural Debt and In- 
vestment Survey 

rural electric co-operatives, 828-9 
rural electrification, estimated invest- 
ment, 823, extension, 94, 820, 
funds, 82311, 829, problems, 821, 
progress, 819-20, see state electri- 
city boards 

rural electrification bonds and 
debentures, 828 

Rural Electrification Corporation, 
82461, 827 

Rural Electrification Fund, 8246!, 
829 

Rural Pilot Centres Scheme, see 
State Bank of India 

savings, growth of, 663-4, methods 
of attracting, 673-5, 678-9, 
680-81, 682 

scheduled commercial banks, see 
commercial banks 
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security for loans, 166-7, 4^4ff ) 576) 
60311,619,776-7,779-80, 844-5, 
see charge on land , gold loans 
shareholding of members m agri- 
cultural credit societies, 181, 
667-9, land development banks, 
764-5 

Sivaraman Committee on Ferti- 
lisers, 497, 883 

small farmers, indentification, 538, 
investment credit, 780-81, 846, 
neglect of, 173-6, 253, 548, 572-3. 
574. 579. 845-6, outright grants 
to facilitate financing, 172-3, 
563-4. 577. representation, 577, 
shareholding, 574, 667, 668-g, 
special schemes, 56661, 57off , 
special staff to deal with the 
problem, 575-6, 577, special 

studies, 548ff , statistical data, 
539 ff 

Small Farmers Development 
Agencies, estabhshment of, 579, 
583, functions, 579-80, 584-6, 
funds, 587, management, 588-9, 
selection of districts, 582, 584 
social control of banks, 337-8 
stabilization arrangements, 33—4, 
178, 425. 5°9 ff . 5 I2 ff, 5 l6 flf, 
532-3, 641 

stabilization funds, see National Agri- 
cultural Credit (Stabilisation) 
Fund, stabilization arrangements 
staff problems of co-operative insti- 
tutions, 1 68, 190-91.934-5. 956-7. 
see also speqfic institutions 
Standing Advisory Committee on 
Agricultural Credit (redesignated 
as Standing Advisory Committee 
on Rural and Co-operative Cre- 
dit), 29, 694, 699, 701-2, 706, 708, 
801 

recommendations regarding 

medium-term loans, 834, 841, 
845, 86g, modus operandi for stabi- 
lization operations, 510, norms of 
viability, 159-60, relief and gua- 
rantee funds, 518-20, retirement 
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of government share capital, 670, 
state participation in primary 
land de\elopment banks, 766 
State Agricultural Credit Corpora- 
tions Act of 1968, 647-50, 655, 661 
State-assoaated banks, 27, 36, 325, 
345-6, see Subsidiaries 
State Bank of India, Ad hoc Com- 
mittee’s recommendations, 37, 
346 , 703 

advances against warehouse 

receipts, 363-5 

contribution to debentures of 

central land de\elopment banks, 

37 . 355 - 6 , 74 9 ff , 753-4 

deputation of officers to other 

institutions, 439, 658-g, 796, 948, 
962 

distribution of offices according 

to population, 349 

establishment of, 36, 325, 345 

financing of co-operatives, 37, 

35 iff, 903-6, distribution of agri- 
cultural inputs, 366-7, procure- 
ment operations, 366 

Integration and Development 

Fund, 36-7, 331, 346, 350 

Intensive Centres Scheme, 370, 

607 

interim accommodation to 

central land development banks, 
355 , 763 

need for pioneering efforts, 

606-7 

opening of branches, 36, 325, 

330 , 345 - 347 ff 

remittance facilities, 357 

Rural Pilot Centres Scheme, 

37, 362, 368-70, 373 
Subsidiary banks, see Subsi- 
diaries 

State Co-operation Ministers’ Con- 
ferences, discussion on cadres of 
staff, 940, 942, establishment of a 
national co-operative bank, 704, 
problem of weaker sections, 565-6, 
577, proposal for agricultural 
credit corporations, 429, recom- 


mendations of the Rural Credit 
Survey Committee, 27, 28, 32, 
share capital of marketing 
societies, 910-11, training of co- 
operative personnel, 952 , viabihtv 
standards for agricultural credit 
societies, 31, 446 

state co-operative banks, 141-2, 
159, dependence on borrowings, 
185, 665-6, 725, deposits, 665, 
672, 689, 727, government share 
capital, 180, 669, management, 
159, 438, 577, medium-term loans 
from the Reserve Bank, 835-6, 
observers on boards of manage- 
ment, 438, 742, resources, 665, 
688 

state electricity boards, measures to 
improve the working of, 822-3 
state warehousing corporations, 35, 

36, 364, 926 

state-wise review of co-operative 
agricultural credit in Andhra Pra- 
desh, 203ff , Assam, 20 9 ff , Bihar, 
2i6ff , Delhi, 303ff , Goa, Daman 
& Diu, 307ff , Gujarat, 222ff , 
Haryana, 272ff, Himachal Pra- 
desh, 3 1 off , Jammu &. Kashmir, 
22 9 ff , Kerala, 235(1 , Madhya 
Pradesh, 24iff , Maharashtra, 
247ff , Manipur, 3146!, Mysore, 
253d , Onssa, 26off , Pondicherry , 
3i7ff , Punjab, 266ff , Rajasthan, 
277(1 , Tamil Nadu, 283(1, Tri- 
pura, 32off , Uttar Pradesh, 
28 9 ff , West Bengal, 2 9 6ff 
storage facilities, 35-6, 925-7, see 
Central Warehousing Corpora- 
tion, godowns, co-operative, state 
warehousing corporations 
Study Group on Deposit Mobi- 
lisation, 337, 616, 682, 728-9 
Study Team on Co-operative Train- 
ing, 952 

Subramaruam, C , 497 
Subsidiaries, distribution of offices 
according to population, 349, esta- 
blishment, 36, 345-6, extension 
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of rural banking, 330, 348-50, 
financing of agricultural sector, 
3 6 3>3 6 5»3 6 7> 368 , interim accom- 
modation to central land develop- 
ment banks, 355, 763, need for 
pioneering efforts, 606-7 , one- 
man offices, 350-51, 617 
supervision of agricultural credit 
societies, agency for, 504-5, con- 
tent of, 505, inadequacy of, 177, 
5 °4ff 

supervision of land development 
banks, 787-8, 795-6 
Syndicate Bank, 258, 338-9, 499 

Taccam , conditions for continuance, 
6 33-4. drawbacks, 38iff, 533, 
629-30, 632, interest rates, 387, 
633, pohey regarding routing, 
385-7. 630, 634-6, recovery, 

384-5, state-wise disbursements, 
378-80, views of earber Com- 
mittees, 38, 375-8 

Taccam Committee, sec Committee 
on Taka vi Loans and Co-operative 
Credit 

Tamil Nadu, review of co-operative 
agricultural credit m, 283(1 
thrift deposits, 668 
training of commercial bank staff, 
968ff , co-operative personnel, 27, 

933. 95 off . 955. 958, g6iff, 

non-official co-operative norkers, 
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964^ , see member-education pro- 
gramme 

Tripura, renew of co-opera ti\ e agri- 
cultural credit in, 32off 

Udaybhansinhji, 746 

U S -Use Lunds, 824 

Uttar Pradesh, renew of co-opera- 
tive agricultural credit in, 28gff 

Vaikunth Mehta National Insti- 
tute of Co-operative Management, 
953. 959 

vested interests m co-operatives, 
187-8, 444, 534 

is arehouse receipts, advances 

against, 363-5, 927-9, see Central 
Warehousing Corporation, state 
warehousing corporations 

West Bengal, review of co-opera- 
tive agricultural credit m, 2g6ff 

Working Group of the National Co- 
operative Development Corpo- 
ration, 173, 464, 564 

Working Group on Animal Hus- 
bandry and Dairying Co-opera- 
tives, 86 1, 862, 866 

Working Group on Co-operative 
Policy, 30, 443 

Working Group on Co-operatives m 
IA.D P Districts, 171, 354, 388, 
907 

World Bank, 814, 821-2, see inter- 
national agencies, assistance from 



